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Update to Periodicals Pricing Report 
 
 
I.  PREFACE 
 

A.  Purpose and Content 

 
USPS-FY16-44 provides an update to the Periodicals Pricing Report filed on July 
26, 2016, as part of the 120-day response to the FY2015 ACD directive. 

  
B.  Predecessor Document  
 

The predecessor document is the Periodicals Pricing Report filed on July 26, 

2016, as part of the 120-day response to the FY2015 ACD directive.  
 
C.  Corresponding Nonpublic Document 
 

None.   
 
D. Methodology     

 

Relative to the Excel file provided in July, the Excel file included with USPS-
FY16-44 (ACD.Periodicals.Report Attach FY16.xlsx) updates Quarter Two; adds 
Quarter Four; uses FY16 cost data from USPS-FY16-11 and USPS-FY16-19 in 
addition to cost data from USPS-FY15-11 and USPS-FY16-19, and provides an 

illustrative calculation of the relationship between advertising content and 
postage. 
 
E.  Input/Output 

 
The inputs come from the billing determinants (USPS-FY16-4), the Mail 
Characteristics data (USPS-FY16-14), FY 2015 cost models (USPS-FY15-11 
and USPS-FY15-19), and FY2016 cost models (USPS-FY16-11 and USPS-

FY16-19). 
 
In terms of outputs, these materials are provided in response to a directive in the 
FY2015 ACD, but are not otherwise used in the FY2016 ACR. 

 
II. ORGANIZATION 
 

USPS-FY16-44 includes one pdf Preface file and one Excel file (ACD. 

Periodicals.Report Attach FY16.xlsx).  The text of the update of the report is 
included on the following pages within the Preface file. 
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REPORT RESPONDING TO PERIODICALS PRICING DIRECTIVES 

 
Introduction 

 
In the Annual Compliance Determination (ACD) for Fiscal Year 2015, the Postal 

Regulatory Commission directed the Postal Service to file a report within 120 days, 

addressing several issues relating to Periodicals pricing. The 120-day report was 

submitted on July 26, 2016.  The ACD further directed the Postal Service to file an 

updated version of the report with its Annual Compliance Report for Fiscal Year 2016.  

Accordingly, this version of the report reflects updates and changes that have taken 

place since the original report was filed in July, including the following:  the pricing 

adjustment reflected in Docket No. R2017-1, which will go into effect in January 2017; 

cost, contribution, and revenue data for Quarter 4 of Fiscal Year (FY) 2016; and FY2016 

Cost and Revenue Analysis data. 

It would be difficult to analyze the cost and contribution, revenue, and pricing 

efficiency for Periodicals without understanding the history and purpose of the 

Periodicals class and the unique factors that have impacted its ability to cover its costs.  

Beginning with the enactment of the first postal laws in the 1790s, postage rates for 

Periodicals have been kept relatively low in recognition of the “intrinsic societal value” of 

the class.1  During the time period prior to 1970 when Congress was more directly 

engaged in postal ratemaking, it set low postage rates for newspapers and magazines 

that “fell far short of covering the actual costs of handling and transporting such mail.”2  

Even after the enactment of the Postal Reorganization Act in 1970, for many years 

Congress subsidized postage on periodicals by approving “revenue forgone” 

appropriations to help cover the Postal Service’s costs.3  These appropriations, which 

regularly brought cost coverage over the 100 percent threshold, implicitly recognized 

that the “value pricing” available for the Periodicals class was never designed to match 

its costs.  Unfortunately, after the revenue forgone appropriations were eliminated in the 

                                                             
1 Periodicals Mail Study (Joint Report of the United States Postal Service and the Postal Regulatory 
Commission), at 11 (filed October 13, 2011).   

2 Id.  

3 Id. at 11-12.   



  UPDATED:  DECEMBER 2016 

- 2 - 
 

early 1990s, Periodicals cost coverage soon fell below 100 percent, where it has 

remained since 1997.4     

With the enactment of the Postal Accountability and Enhancement Act of 2006 

(PAEA), Congress indicated an intent to continue its longstanding policy of encouraging 

the dissemination of a diverse variety of content by including several provisions 

recognizing the importance of Periodicals.  The “basic function” of the Postal Service is 

defined as “the obligation to bind the Nation together through the personal, educational, 

literary, and business correspondence of the people.”  39 U.S.C. § 101(a).  In providing 

for a system of modern postal rate regulation, Congress directed the Commission to 

take into account various factors including “the educational, cultural, scientific, and 

informational value to the recipient of mail matter.”  39 U.S.C. § 3622(c)(3)(11).  Special, 

reduced rates are authorized for certain types of publications.  See 39 U.S.C. § 3626.  

Finally, in setting forth guidelines for workshare discounts, Congress made clear that 

such discounts may exceed avoided costs where “the discount is provided in connection 

with subclasses of mail consisting exclusively of mail matter of educational, cultural, 

scientific, or informational value.”  39 U.S.C. § 3622(e)(2)(C).5  To at least a degree, 

then, the PAEA reflects a Congressional determination that Periodicals have societal 

value over and above the revenue they generate.        

While the PAEA provides the Postal Service with some flexibility to select the 

rates for Market Dominant products, such as Periodicals, the price cap imposed under 

Section 3622(d) significantly limits the Postal Service’s ability to increase the cost 

coverage of Periodicals products through price increases.  Meanwhile, the volume of 

Periodicals mail has continued to decline as customers and publishers increasingly 

move their business online.  Periodicals customers vary from large sophisticated 

mailers to localized, limited-distribution nonprofits, encompassing a wide range of 

capabilities. As a result, changes to rates or workshare discounts that would benefit 

large mailers might risk putting smaller publishers out of business.  In addition, while 

Periodicals is a diverse class in terms of size, weight, content, and other characteristics, 

                                                             
4 Id. at 13-15. 

5 These defined benefits of Periodicals – Educational, Cultural, Scientific, and Informational – are often 
referred to collectively as “ECSI value.”   
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nearly all Periodicals are prepared as flat-shaped mail, which is generally more costly 

and less efficient for the Postal Service to process than letter-shaped mail.6  Thus, 

despite the important status accorded to Periodicals in the past, and under the PAEA, 

the Postal Service and the Commission have recognized the unique challenges faced 

by the class from a cost coverage and operational efficiency perspective.7   

It is in this context that the Postal Service evaluates the cost coverage of the 

Periodicals products and discusses strategies for improving the pricing and operational 

efficiency of the class.   

 
 

Directive One 

 
Workshare Discounts - Discuss whether the 5-Digit, Carrier Route, and 

FSS [i.e, Flats Sequencing System] workshare discounts are the proper 
economic incentives and send efficient pricing signals to mailers. 

 
The Periodicals rate structure has an extensive set of pricing mechanisms to 

provide customers with incentives to make efficient preparation choices that reduce mail 

processing costs.  This structure encourages efficient transportation through entry 

discounts for editorial and advertising pounds, as well as entry components for 

container prices.  Efficient containerization and bundle preparation are encouraged via 

container and bundle charges.  Co-mailing is encouraged through presort discounts.   

However, as noted above, efficient preparation is not the only function that 

Periodicals prices are meant to achieve.  The Periodicals class was created to 

disseminate news, scientific knowledge, and other materials with ECSI value.  Thus, the 

Periodicals pricing structure also has the important function of promoting and 

maintaining the diversity of editorial content.  The Postal Service understands that these 

pricing objectives can be in conflict, and that a balance must be maintained between 

encouraging efficient preparation to minimize costs and providing citizens with access to 

a diversity of editorial content.  In the current set of prices, the Postal Service has come 

very close to achieving efficient pricing for bundles and containers by setting prices 

                                                             
6 Periodicals Mail Study, supra, note 1, at 6-7.   

7 Id. at 91. 
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equal to the Postal Service’s handling cost. As a result, there is not much more that the 

Postal Service could do to improve the bundle and container price elements.  The 

workshare discounts for presort have not achieved the same level of efficiency, largely 

due to the tension between: 1) the Postal Service’s responsibilities to bind the nation 

together through the dissemination of and access to a diversity of editorial content; and 

2) the operational and market realities of the Periodicals class.    

Since the advent of the PAEA, most of the Periodicals price changes have been 

across-the-board (i.e., the same percentage increase applied to each Periodicals price 

cell).  Postal Service management was (and is) concerned about the impact of price 

changes on a large number of small publications. Using efficient price signals, with 

prices set at or near bottom-up modeled costs for containers, and moving passthroughs 

close to 100 percent, would have translated into huge price increases for many small 

publications.  In Docket No. R2015-4, the Postal Service began a gradual move away 

from the across-the-board approach, pricing most of the bundles and pallets based on 

their bottom-up cost. The Commission acknowledged that in doing so, the Postal 

Service “improved its pricing signals to mailers regarding how to prepare more efficient 

mailings.”8  In order to remain within the available cap, and to minimize the price change 

impact on a large number of small publications, the Postal Service also proposed 

significant reductions to both the advertising and editorial pound prices. In future price 

change dockets, the Postal Service plans to work with the per-piece price elements in 

order to provide pricing signals that encourage more efficient mail preparation. 

 
5-Digit and Carrier Route Pricing and Passthroughs 

 
In the FY 2015 ACD, the Commission suggested that the Postal Service should 

“increase its efforts to narrow the gap between 5-Digit and Carrier Route passthroughs 

to promote Carrier Route presortation in non-FSS zones.”9  One way to accomplish this 

objective would be to increase the passthrough for Carrier Rate pieces relative to the 

passthrough for Machinable Automation 5-Digit Flats.  However, the Postal Service has 

                                                             
8 Annual Compliance Determination Report (ACD), Fiscal Year 2015 (hereinafter “FY15 ACD”), PRC 
Docket No. ACR2015 (March 28, 2016), at 22.   

9 FY15 ACD at 19.   
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some concerns about increasing the passthrough for Carrier Route pieces by lowering 

the Carrier Route piece price. One big concern is that Carrier Route pieces now make 

up almost 50 percent of all Outside County piece volume.  As discussed below, Carrier 

Route pieces accounted for almost 62 percent of Outside County piece volume, prior to 

the introduction of FSS prices. 

Therefore, a slight reduction in the Carrier Route piece price would require a 

significant increase in the prices of other small volume rate cells, in order to maximize 

Periodicals cost coverage. Reducing the Carrier Route price by 7.0 cents in order to 

match the discount with the cost avoidance, would reduce Outside County revenue by 

approximately $185 million, or about 12 percent. Outside County Periodicals currently 

do not cover attributable costs. If an Efficient Component price were implemented for 

Carrier Route pieces, other rate elements would need to be substantially increased to 

retain cost coverage.  Furthermore, the reallocation of the cost burden would likely 

involve increased prices for non-Carrier-Route pieces, which would significantly disrupt 

segments of the Periodicals industry that do not have the volume or density required to 

qualify for Carrier Route rates.   

Moreover, the Postal Service does not believe that offering a lower Carrier Route 

price would actually lead to any significant increase in Carrier Route volume.  In 2008, 

the year the current Outside County Periodicals rate structure was implemented, the 

discount for Carrier Route pieces relative to 5-Digit automation was 10.1 cents, and 

48.2 percent of Regular Rate Outside County flats paid Carrier Route rates.  In the last 

comparable quarter before FSS rate implementation (FY2015, Q2), the rate differential 

was 10.3 cents – nearly identical to FY2008 – and the proportion of Regular Rate 

Outside County paying Carrier Route rates had increased to 61.8 percent.  In other 

words, the proportion of Carrier Route pieces relative to 5-Digit automation pieces 

increased substantially between 2008 and 2015, despite only a minimal change in rate 

differentials from 10.1 cents to 10.3 cents over the same time period.  This dramatic 

increase in the proportion of Carrier Route was driven in large part by the comail 

incentives introduced in the current rate structure, which enable publications to reduce 

the number of bundles and containers.  Comailed publications were able to achieve 

greater density, allowing more pieces to qualify for Carrier Route rates.  With respect to 
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generating additional Carrier Route volumes, the comail incentives afforded by the 

piece/bundle/container rate structure have already picked off the lowest hanging fruit.  

Mailers that have not currently entered comail pools have chosen not to do so for non-

postage reasons, such as the time sensitive nature of the publication.  For these 

reasons, further expanding these incentives by increasing the Carrier Route piece 

discount is not likely to result in significant growth of Carrier Route volume.       

Instead, the Postal Service intends to implement a pricing strategy that moves 

Carrier Route bundles to finer presort pallets. Currently, over 85 percent of Carrier 

Route bundles are on 3-Digit pallets. Moving these bundles to more finely presorted 

pallets would lead to significant cost reductions in the area of bundle sorting.  The 

Postal Service plans to work with the mailing industry to develop an appropriate set of 

pricing and mailing standard changes that will provide incentives to encourage this 

behavior.  

Raising the 5-Digit Automation price will not improve the Carrier Route 

passthrough because the 5-Digit Automation Flats price is not the benchmark for the 

Carrier Route discount. Nonetheless, the Postal Service modified these two prices in 

Docket No. R2017-1, increasing the price differential between 5-Digit Automation and 

Carrier Route by 9.2 percent, from 9.8 cents to 10.7 cents to encourage more Carrier 

Route preparation.   

 
FSS Pricing and Passthroughs 

 
FSS machines have been a critical element in the Postal Service’s operational 

approach for processing flat-shaped pieces.  These machines provide for the automated 

processing of flat-sized mailpieces, including sequencing them into delivery order.  FSS 

machines therefore avoid labor-intensive manual sortation by carriers.  The Postal 

Service has installed FSS machines in mail processing plants that process high 

volumes of flat-sized mail. 

The Postal Service’s experience with the FSS is in its relative infancy, and the 

Postal Service is still learning about which operational flows will minimize the cost of 

FSS processing.  Currently, the presumed efficient preparation for FSS sites is 
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governed more by mailing rules than by pricing incentives. FSS bundles are required at 

6 pieces, and FSS Scheme pallets are required at 250 pounds.   

In order to move mail into FSS to reduce/eliminate bundle sorting, and to improve 

service, the bundle price for FSS scheme bundles on scheme containers was reduced 

to zero.  FSS Scheme and FSS Facility containers are priced close to estimated costs, 

as FSS scheme containers enable FSS mail to completely bypass bundle sortation 

operations and be fed directly into the FSS operations.  The preparation of FSS Facility 

containers improves service by allowing the Postal Service to quickly identify FSS mail 

so that it can undergo necessary bundle sortation and be made available for FSS 

processing without delay.   

FSS piece pricing presents an intractable dilemma because the Postal Service 

does not need maximal presorting by the mailers in the FSS zones.  For pieces 

destinating in FSS zones, efficiency is not improved by increasing the density for pieces 

in the typical density ranges (5-Digit and Carrier Route).  Within the FSS zone, 

increased density can only reduce costs when the density approaches saturation levels.  

Short of saturation density, pieces of all densities are merged on the FSS and sorted 

together into DPS order.  The premise of the FSS program is that increased mail 

processing costs (possibly substantial increases for pieces that previously qualified for 

Carrier Route rates) would be offset by reductions in delivery costs.  The net reduction 

is intended to be systemic, meaning that while overall costs are reduced, some 

individual components may decrease substantially (mail previously prepared as 5-Digit, 

3-Digit, ADC and MADC), while some individual components may increase slightly 

(Carrier Route).   The dilemma is that there is not a practical way to set rates to reflect 

the fact that, in FSS zones, there is no cost distinction between mail previously paying 

Carrier Route rates and mail previously paying 5-Digit rates. This dilemma is further 

complicated by the fact that mailers previously paying predominantly Carrier Route 

rates do not want higher prices for their Carrier Route pieces.  

Under the auspices of efficient component pricing, the piece price for FSS pieces 

would be set at the sum of the delivery and mail processing costs for FSS pieces. While 

in theory this is the intent of the current FSS pricing, in practice, strict adherence to 

measured costs was not followed in the development of current FSS prices.  In an effort 
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to mitigate rate shock, FSS prices were developed using a weighted average of the 

presort price components (5-Digit and Carrier Route).   

 

Pricing Adjustment in Docket No. R2017-1 

The customer response to the FSS rates in Docket No. R2015-4 demonstrates 

the competing objectives faced in pricing Periodicals.  As noted in the filing for Docket 

No. R2017-1:  

 

[S]ince the FSS prices in Standard Mail and Periodicals were developed 
by blending Carrier Route and 5-Digit/3-Digit prices, many mailers who 
previously paid Carrier Route rates for their FSS volume experienced an 

above average price increase after the new rates were introduced in May 
of 2015. Since then, FSS volume has declined faster than the volume in 
other categories of flat-shaped mail. By way of example, feedback from 
catalog mailers indicates that, as part of these mailers’ cost mitigation 

strategies, they have significantly curtailed the number of pieces sent to 
potential new customers (prospecting pieces) in FSS zones. Additional 
feedback indicates that other flats mailers may be engaging in similar cost 
mitigation strategies to avoid sending certain pieces in FSS zones. 

  
 To address this unintended change in mailer behavior, the Postal 

Service is proposing that FSS price categories in Standard Mail, 
Periodicals, and Bound Printed Matter be removed, and that Flats prices 

be returned to the structure that existed prior to Docket No. R2015-4. 
Thus, with limited exceptions, mailers sending Flat-shaped pieces will 
again pay the same rate for their mailings, regardless of whether they 
destined for FSS-zones or non FSS-zones. As before, if a mailing qualifies 

for a Carrier Route price, the mailer will receive that price regardless of the 
equipment the Postal Service ultimately uses to process that mailing. 
Despite the removal of FSS price categories, all FSS preparation 
requirements (bundle, container, and markings) outlined in the Domestic 

Mail Manual (DMM) will remain unchanged. The Postal Service believes 
that the proposed rate structure, in combination with existing preparation 
requirements, will correct the adverse impacts on catalog volumes while 
also permitting the Postal Service to leverage the benefits of processing 

flats on FSS equipment.   
 

Docket No. R2017-1, Notice of Market Dominant Price Adjustment (October 12, 
2016), at 12-13 (footnote omitted). 
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 This change precludes the strict application of efficient component pricing to 

pieces in FSS, 5-Digit and Carrier Route bundles, but does increase the Postal 

Service’s flexibility to take advantage of FSS efficiencies, by moving zones either into or 

out of FSS without impacting the rates for affected pieces.  The Postal Service will still 

retain the ability to direct customers on the efficient preparation of pieces destinating in 

FSS zones through preparation standards in the DMM. 

 
Directive Two 

 
Impacts of FY2015 Price Changes - Report the cost, contribution, and 
revenue impact of the pricing changes made by the Postal Service in FY 
2015. 

 
The Postal Service cannot explicitly measure the impacts of the FY2015 

Periodicals price change on revenue, cost, or contribution.  The Postal Service can 

present comparisons of revenue before and after the 2015 price change.  However, 

prices are only one of many components that affect Periodicals revenue.  The demand 

for Periodicals delivery service is derived from the demand for the underlying product, 

based on the editorial content in the publications.  While the demand for Periodicals 

delivery service will be impacted by prices for the service, it will also be affected by the 

cost of substitutes for physical editorial content, the price of paper, printing cost, and a 

multitude of other factors.  Similarly, the Postal Service can provide a comparison of 

costs before and after the FY 2015 price change, but cannot completely isolate the 

contribution of the price change from other factors, such as changes to mail preparation 

rules.    

Assessing the impacts of the Docket No. R2015-4 pricing incentives is 

complicated by concurrent changes in mail preparation rules, such as the significant 

changes to the L004 labeling list.  The L004 labeling list directs the mapping used to 

combine 3-Digit zones when building ADC bundles and containers.  In May of 2015, the 

L004 labeling list underwent significant changes to better align ADC bundles and 

containers with Incoming Primary (IP) processing.  With this change, the number of 3-

Digit zones combined within a single ADC was reduced, causing the geographic area of 

a typical L004-defined ADC territory to be reduced.  The impact of this change is largely 
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responsible for the significant reduction in ADC pallets, and the growth of 3-Digit sacks, 

between Q2 FY2015 and Q2 FY2016.  In Q2 FY2015, there were 57,008 ADC pallets.  

By Q2 FY2016, this number had been reduced by nearly two-thirds to 21,121.  The mail 

from these pallets likely migrated to sacks and MADC pallets, contributing to the 

increase in the number of 3-Digit sacks from 894,217 in Q2 FY2015 to 1,043,462 in Q2 

FY 2016.  Because these two shocks, the L004 labeling list change and the Docket No. 

R2015-4 rates, occurred simultaneously, it is practically impossible to isolate the impact 

of each change from all other factors.  Further complicating the analysis is that, in 

instances where changes to the price incentive structure are large and changes in 

known covariates are thought to be small, as is the case for piece weight and bundles, 

the mail characteristics indicate conflicting impacts from the incentive changes. 

The Docket No.R2015-4 rates significantly increased the per bundle charges, 

apparently inducing a reduction in the number of bundles created.  The price increase 

for bundles ranged from 26 percent (Firm bundles on 5-Digit containers) to 168 percent 

(ADC bundles on MADC containers).  There was a contemporaneous reduction in 

bundle usage, with the number of bundles falling 9.7 percent, while piece volume only 

declined 5.7 percent.  This pattern is consistent with publishers choosing to make larger 

bundles in response to the increased bundle price.   

There was also a significant reduction in pound prices, which would be expected 

to increase the average piece weight. However, the piece weight has declined.  The 

Docket No. R2015-4 rates reduced the advertising and editorial pound charges by at 

least 14 percent, with the editorial charges declining at least 25 percent.  Despite the 

reduction in weight-related charges, the trend of declining weight continued, with the 

average Outside County piece declining from 5.96 ounces in Q2 FY2015 to 5.83 ounces 

in Q2 FY2016.   

Based on the above analysis, it appears that factors other than postage prices 

influence customers’ production decisions. Therefore, the decline in bundle usage and 

piece weight cannot be attributed solely to price changes. The best quantitative 

measures, the aggregate impacts on revenue and cost, appear to be relatively minor.    

Customers have had a year to adjust to the Docket No. R2015-4 rates. To date, 

the changes induced by these rates have been modest.  The comparison of Quarter 2 
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FY 2015 and Quarter 2 FY 2016 revenue-per-piece data provides the best available 

basis for evaluating the revenue impact of the Docket No. R2015-4 rates. These rates 

were implemented at the end of May 2015, partially through Q3 FY2015, so Quarter 2 

FY 2015 is the last complete quarter under the previous rate regime.  Quarter 2 FY 

2016 constitutes the most recent available data for the same seasonal period as the 

final period under the previous rate regime.  Thus Q2 FY 2016 data provide a partial 

control for seasonal variation and reflect transitional adjustments to the Docket No. 

R2015-4 prices.  Data from Q4 FY 2016 have been added to reflect the most current 

period available. 

 
    Periodicals Outside County Revenue per Piece10   
    

         Revenue      Pieces  RevPerPc 
Q2 FY2015  358,305,133  1,313,053,404     0.273  
Q2 FY2016  343,860,967  1,237,849,978     0.278   
Q4 FY2106  336,816,763  1,201,513,098     0.280 

 
Between Q2 FY2015 and Q2 FY2016, Periodicals volume decreased by 5.7 

percent and revenue per piece increased by 1.8 percent.  The decrease in volume over 

this period continues the volume decline experienced since 2008.11  The increase in the 

revenue per piece is consistent with the overall CPI rate increase of 1.967 percent in 

Docket No. R2015-4.
12

  The data from Q4 FY 2016 indicate that these trends (a 

decrease in volume and an increase in revenue per piece) have continued. 

To the extent that it is possible to measure partial year cost changes due to a 

changing preparation profile, the cost changes between Q2 FY2015 and Q2 FY2016 

are modest.  The Cost and Revenue Analysis (CRA) is prepared at the end of the year, 

so a comparison of FY2015 CRA costs with FY2016 CRA cost was not yet possible at 

the time the initial report was filed.  However, even now that a comparison of FY2015 

and FY2016 CRA costs has become possible after the end of the year, it is still of 

                                                             
10  See ACD.Periodicals.Report Attach FY16.xlsx, Tab: Decomposition15, Rows: 194-195 (which is also 
included as part of USPS-FY16-44). 

11 FY 2008 Outside County volume was 7.774 billion and FY 2015 Outside county volume was 5.267 
billion.  This implies a logarithmic decline of 38.9 percent (0.389 = ln(5.267/7.774)) or an exponential rate 
of decline of 5.56 percent. 

12 PRC-LR-2015-4/10, R2015-4PeriodicaslCC.xlxs,tab Summary, cell F5 
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dubious quality for assessing the impact of the Docket No. R2015-4 rate change.  The 

annual CRA costs for FY2015 include four months of costs under the Docket No. 

R2015-4 regime, and those for FY2016 include cost changes unrelated to those rates, 

such as wage rates and operational processing changes.  A reasonable cost estimate 

uses estimates of cost drivers (pieces, bundles, containers) from USPS-FY15-11 and 

USPS-FY16-11 and delivery costs from USPS-FY15-19 and USPS-FY16-19 (to provide 

costs weights), thus enabling a cost based comparison of the Q2 FY2015,  Q2 FY2016, 

and Q4 FY2016 preparation profiles.13   

 
Preparation-Related Costs with FY15 Weights14 

    

        Total Costs       Pieces   Unit Cost  
Q2 FY2015  403,516,477   1,313,053,404   0.3073  
Q2 FY2016  380,685,013   1,237,849,978   0.3075 
Q4 FY2016    367,125,558   1,201,513,098  0.3056 

  

Preparation-Related Costs with FY16 Weights15 
    
        Total Costs       Pieces   Unit Cost  

Q2 FY2015  410,169,881   1,313,053,404   0.3124  

Q2 FY2016  387,081,561   1,237,849,978   0.3127 
Q4 FY2016    373,349,128   1,201,513,098  0.3107 
 
Between Q2 FY2015 and Q4 FY2016, the preparation profile of Periodicals 

Outside County was influenced by customers’ responses to the Docket No. R2015-4 

price change, preparation rule changes (principally the L004 change), the continued 

decline in Periodicals mailed volume, as well as all other market influences.  The rough 

measure presented above, however, suggests that the net cost consequence of all 

these changes from Q2FY2015 to Q2FY2016 may have been a modest 0.07 percent 

                                                             
13 Under this methodology, the estimated unit cost by driver (pieces by machinability and bundle level; 
bundles by bundle level and container level; containers by container level and entry level) are used as 
weights for the Q2 FY2015 and Q2 FY2016 preparation profiles as presented in the Billing Determinants.  
This cost weighting should not be construed as a complete cost estimate, as it excludes transportation, 
mail processing costs unrelated to preparations (such as PO Box distribution), acceptance costs, and 
forwarding costs, as well as non-piggybacked administrative costs.  

14 See ACD.Periodicals.Report Attach FY16.xlsx (which is also included as part of USPS-FY16-44) Tab: 
Decomposition15, Rows: 194-195. 

15 See ACD.Periodicals.Report Attach FY16.xlsx, (which is also included as part of USPS-FY16-4) Tab: 
Decomposition16, Rows: 194-195. 
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increase.  Comparing Q4 2016 to Q2 2015 is consistent with changes to preparation 

characteristics contributing to a 0.6 percent decline in the combined delivery and mail 

processing unit cost of Outside County Periodicals.   

Since revenue per piece increased at a faster rate than unit cost, it appears that 

contribution is also increasing somewhat.  The above analysis, which excludes the 

exigent surcharge in effect in Q2 FY15, is consistent with the modest decline in cost 

coverage in FY16 indicating that the removal of the exigent surcharge is largely 

responsible for the FY16 decline in coverage16.  Nevertheless, definitively attributing 

that change to the Docket No. R2015-4 pricing changes is not possible.  

The Postal Service somewhat reduced the risk of revenue reductions from 

declines in advertising and editorial content in Docket No. R2015-4 by reducing pound 

prices, however substantial risk still exists meaning that trends in advertising 

preferences such as increased electronic advertising are likely to hinder the Postal 

Service’s ability to achieve full cost coverage for Periodicals Outside County mail.   All 

else equal, a 10 percent decline in advertising in the typical piece can result in a 2.5 

decline in postage without a corresponding decline in mail processing, delivery or any 

other incurred costs.17     

 
Directive Three 

 

Pricing Leverage - Provide a detailed quantitative analysis of the progress 
made in leveraging the Postal Service’s pricing flexibility to improve the 
efficiency of Periodicals pricing in FY 2015.  

 
If customers wish to qualify for Periodicals rates, they must prepare mailings in 

compliance with rules specified in the Domestic Mail Manual (DMM).  However, 

customers are given latitude and flexibility in the preparation process.  A few container 

levels are optional. For pallet levels that are required, the creation of these required 

pallet levels is mandatory at 500 pounds, but optional at 250 pounds.  Bundles are 

required at 6 pieces to a presort location, and cannot exceed 20 pounds. Customers are 

granted latitude to determine the largest bundle they wish to create within these bounds.  

                                                             
16 See Docket No. ACR2016, USPS-FY16-1. 
17 See ACD.Periodicals.Report Attach FY16.xlsx, (which is also included as part of USPS-FY16-44), Tab: 
Revenue Risk. 
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As stated earlier, prior to implementation of the Docket No. R2015-4 rates, Periodicals 

pricing changes were generally across-the-board, and did not provide customers with 

efficient pricing signals. 

The Docket No. R2015-4 prices moved container and bundle prices significantly 

closer to efficient component prices.  Most of the pallet prices are set near estimated 

costs.  Bundle prices are set near the estimated direct bundle handling costs.18  With 

these prices, the Postal Service expects postage-minimizing customers to make 

preparation decisions that reduce mail processing costs more than under previous price 

designs.  With eight entry locations, two container types, seven container levels, and 

seven bundle levels, it is impractical to demonstrate the superiority of the Docket No. 

R2015-4 rates for all possible permutations.  An example, however, can show that these 

prices produce better postage minimizing preparation decisions than the previous price 

regime.    

Consider the choice of whether or not to create a Carrier Routes (CRRTS) pallet 

with mail pulled from a DSCF-entered SCF pallet.  The CRRTS pallet should be created 

when the costs of handling the additional CRRTS pallet ($38.25919) plus the cost of 

handling the bundles migrating to the CRRTS pallet (migrating bundles times cost per 

bundle, $0.31820) is less than the cost of handling the bundles on the original container 

(migrating bundles times cost per bundle on original container, $0.87621).   Solving this 

equation for the number of needed migrating bundles yields the somewhat intuitive 

equation that the minimum number of migrating bundles needed is equal to the cost of 

the new container divided by the differential in bundle costs.  In this case, the minimum 

number is 38.259/(0.876-0.318), which computes to 68.6 bundles.  Stated another way, 

each migrated bundle saves (0.876-0.318) cents in mail processing costs, and when 

there are more than 68 bundles, the accumulated bundle processing savings exceed 

the cost of the created container.  Under the previous rate regime, the postage 

minimizing customer would choose to make the CRRTS pallet if more than 154 bundles 
                                                             
18 See Docket No. ACR2015, USPS-FY15-3, Tab “Per. Bundle-Container Pricing”. 

19 Docket No. ACR2015, USPS-FY15-11, Workbook “USPS-FY15-11 PER_OC.xls”, Tab “Summary”, Cell 
AN28. 
20 Id,  Cell Z19. 

21 Id., Cell V19. 
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migrated, 22.881/(0.313-0.16522).  In contrast, under Docket No. R2015-4 rates, mailers 

will choose to make the CRRTS pallet at 68 bundles – 19.023/(0.549-0.27023). The 

Docket No. R2015-4 rates are set to better align the decisions of the postage minimizing 

customer with the Postal Service’s desire to minimize mail processing costs.  The 

Docket No. R2017-1 rates increase the incentive through a significant reduction in the 

price for Carrier Route bundles on 5-Digit/CRRTS containers, from 27.0 cents to 15.2 

cents.  Under the Docket No. R2017-1 rates, the incentive is to make a CRRTS pallet if 

the mailing has more than 47 bundles to a 5-Digit Scheme (19.023/(0.551-0.152)).  The 

Postal Service recognizes that the 47 bundle threshold diverges from the optimal 

threshold for the creation of a CRRTS pallet (68.6).  The Docket No. R2017-1 CRRTS 

pallet threshold is largely an artifact of the merging of FSS Scheme and CRRTS pallets 

into the same price cell.  The Postal Service intends to monitor the growth of CRRTS 

pallets, and will alter the pricing if it is determined that too many suboptimal containers 

are being created.  

The Postal Service recognizes that weight influences mail processing cost.  

However, weight’s impact is principally seen through its effects on the quantity of 

containers and bundles, and on piece machinability.  Because there are weight limits for 

containers and bundles, larger pieces will typically generate more bundles and more 

(albeit more finely presorted) containers.   Heavier pieces are more likely to exceed 

machinability standards.  Since the Periodicals rate structure already accounts for the 

quantity of containers and bundles, and the machinability of the pieces, the influence of 

piece weight is already accounted for in these prices.   

For this reason, the Postal Service found it appropriate to reduce the editorial 

and advertising pound prices in Docket No. R2015-4, to remove both the disincentive on 

editorial content and the unnecessary penalties for advertising content.  The Postal 

Service used Docket No. R2015-4 to increase the value of publications through the 

reduction in pound prices.  While all pound prices were reduced, the editorial pound 

prices were reduced nearly 50 percent more than the advertising pound prices.  The 

                                                             
22 Notice 123, Effective January 26, 2014, Page 30, DSCF Entry 5-Digit Pallet, CR Bundles on CR/5-Digit 
Container and CR Bundles on 3-Digit/SCF Container. 

23 Notice 123, Effective April 10, 2016, Page 27, DSCF Entry CR Pallet, CR Bundles on CR/5-Digit 
Container and CR Bundles on 3-Digit/SCF Container. 
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ultimate value to the final consumer of Periodicals mail is the quality and quantity of its 

editorial content.  While the Postal Service cannot influence the quality of the editorial 

content, it can price the editorial content appropriately. 

 
Directive 4 

 
Obstacles – Identify any obstacles to providing the requested analysis as 

well as the Postal Service’s strategy and timeframe for addressing those 
obstacles. The Postal Service must provide steps it has taken towards 
overcoming the obstacles identified. 

 
The Postal Service views the above portions of this document as providing the 

requested analysis, and explaining the relevant obstacles.  Consequently, the Postal 

Service incorporates its earlier responses, and does not identify any other obstacles. 

 
  

 


