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EXECUVESUMMARY

4AEEO OADPT OO OAOGEAxO OEA o071 OOA(Y) 20Axdixiiigé O DA OA
#1 1 1 EOOET 160 OAODPI 1T OEAEI EOU Oltal Serlide faledahd AT AT 1
service mandated by Title39, section 3653, of the United Stas Codelt is based on

information the Postal Service is required to provide within 90 days after the close of the

fiscal year and on comments subsequmly received from the public.Specific Commission

findings and directives are identified in italics ineach chapter.

Consistent with the approach adopted last year, thAnnual Compliance Determination
focuses on compliance issues as defined in 39 U.8&3653(b)(1) and (b)(2). These
statutory subsections require the Commission to make determinations on kether any
rates and fees in effect durindg=Y 2015 were not in compliance with chapter 36 of Title

39 of the United States Codand whether any service standards in effeauring FY 2015
werenotmet4 EA #1101 1 EOOEN T ©®E EOA i®tkfed®dtie rdtet Spproved
in Docket No. R20%-4 combined with the exigent sircharge approved in Docket
No.R2013-11 for Market Dominant products, and all the rates in effect during FY 2015 for
Competitive Products

The financial analysis that had been incorporated in past ACBsexpandedin the Financial

Analysis of United States Postal Service Financial Results aAd $tatement 2015The

Commission willalsoEOOOA A OADPAOAOA OAPHRYQE@BAhnual OEA 01 OOA
Performance Report and FY 268Performance Plarto fulfill its statutory responsibilities

under 39 U.S.G8 3653(c).

A. PrincipalFindings: Market Dominant Rate
and FeeCompliance

In Chapter 2, theCommission identifies compliance issues related to 5&ork share
discounts, finding that 24of the discounts did na comply with section 3622(e).Workshare
discounts that exceed avoided costs adversely affect Postal Service finances becthesg
incent mailers to perform worksharing that the Postal Service add have done on a less
costly basis.

9 For four of the 24 workshare discounts that were not in compliance with section
3622(e), theremoval of the exigent surcharge in Docket No. R201BLR aligns the
discounts with avoided costs; therefore no furtheraction is required.

1 For the 20 workshare discounts remaining out of compliance with section 3622(e),
the Postal Service museither align workshare discounts with avoided costs in the
next Market Dominant price adjustment or specify an applicable statutory
exception.
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Additionally, for the Periodicals classthe Commission finds that the Postal Service failed to
meaningfully address the FY 2014 ACD directigdo report on the cost and contribution
impact of worksharing incentives offered for 5Digit and Carrier Route presortation and
progress in improving pricing efficiency. The Commission therefore directs the Postal
Service within 120 daysof issuance of this ACIb file a report which:

91 Discusses whether theb-Digit, Carrier Route, and FSS workshare discounts are the
proper economic incentives and send efficient pricing signals to mailers.

1 Reports the cost, contribution, and revenue impact of the pricing changes made by
the Postal Service in FY 2015.

1 Provides a detailed quantitative analysis of the progress made iaveraging the
0T OOAI 3AOOEAAGO POEAEI C &I AGEAEI EOU O1 EI
FY 2015.

1 Identifies any obstacles to providing the regested analysis as well as the Postal
SAOOEAA8O OOOAOACU AT A OEI AEOAI A £ O AAAOA
must provide steps it has taken towards overcoming the obstacles identified.

B. Principal Findings: Market Dominant
NoncompensatoryProduds

In Chapter 3, the Commission identifieseven noncompensatory Market Dominant
products: Periodicals InCounty, Periodicals Outside County, Standard Flats, Standard
Parcels, MediaMail/Library Mail, Inbound Letter Post, and Stamp Fulfillment Services.

With respect to Periodicals IrnCounty, Periodicals Outside County, arfstandard Mail Flats,
the Commission finds thatadditional information regarding costs is needed, and directs the
Postal Service to provide a report in 120 daysf issuance of this ACRsdetailed in
Chapter®6.

For Inbound Letter Postthe Commission recommends that the Postal Service continue to
develop a more compensatory Universal Postal UniqituPU)terminal dues formula for the
next rate cycle (CY 2018 through CY 2021) and pursidateral agreements with foreign
postal operatorsthat result in an improved financial position for the Postal Service

For the remaining noncompensatory products, the Commission finds that the Postal
Service is taking appropriate steps to improve costoverage.

C. Principal Findings: Competitive Products
Rate and Fee Compliance

In Chapter 4, the Commission finds that revenues for the following sproducts did not
cover attributable costs and thus did not comply with section 3633(a)(2)Priority Malil
Contract 135; Parcel Return Service Contract &ternational Money Transfer Service
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(IMTS)? Inbound; IMTS> Outbound; Inbound Parcel Post (at UPthtes); and Inbound Air
Parcel Post (at norRUPU rates) The Commission orders the Postal Service to take
corrective action, including reporting on the status of contracts, agreements, or
negotiations, identifying obstacles to renegotiating international agreements, and
discussing theimpact of recent price changesis appropriate.

D. PrincipalFindings: Service Performance
and Customer Access

In Chapter 5, the Commission finds that the majority of products failed to meet their
service performance targets for FY 2015The Commission also notes its ongoing concern
with the increasing number of facilities under suspension.

1 ThePostal Service met its service performance targets for High Density and
Saturation Letters, Standard Mail Parcels, Bound Printed Matter Parcels, Media
Mail/Library Mail, and most Special Services products.

1 Service performance results for all FirstClassMail products, both Periodicals
products, most products in Standard Mail, and Bound Printed Matter Flats did not
meet their targets despite Postal Service initiatives to improve performance.

1 The number of facilities under suspension increased by8D from the end of FY 2014
to the end of FY 2015.

In the FY 2014 ACD, the Commission issued directivesthe Postal Service for products
composed of flats to improve service performance results during FY 2015 or otherwise
provide an explanation as to why effortao improve performance were ineffective and
identify further planned changes to improve those results. The Commission finds that
during FY 2015 service performance results for these products remain substantially below
their targets, and in all but one casgthe performance resultsdeclined. The Commission

Al 01 EET AO OEAO OEA 01 OOAI 3AOOGEAABO bpI AT O OI
provided for certain products pursuant to the FY 2014 ACD directives, are not adequate to
address the service perfomance issues. As a result,ith respect to First-Class SinglePiece
Flats, FirstClass Presort FlatsPeriodicals InCounty, Periodicals Outside County, Standard
Mail Flats, Standard Mail Carrier Route, and Bound Printed Matter Flathie Commission
finds that additional information regarding service performance is needed, and directs the
Postal Service to provide a report in 120 daysf issuance of this ACIas detailedin

Chapter®6.

The Commission is concerned with the recent dramatic decline of service performance for
First-Class MailSinglePiece Letters/Postcards with a 35-Day service standard and
determines that First-Class MailSingle-Piece Letters/Postcardsdoes not meet its sevice
performance target and therefore, is not in compliance.The Postal Service must provide an
explanation in the FY 2016 ACRIientifying specific efforts targeted to improve service
performance results for FirstClass Mail SingldPiece Letters/Postcard in FY 2016.
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Further, it must provide a detailed, comprehensive plan to improve service performance
for First-Class Mail SingleéPiece Letters/Postcards within 90 days of issuance of thikCD

The Commission also notes its concern with the growing numbexf postal retail facilities
under suspension, as the number of facilities under suspension has nearly tripled from the
end of FY 2012 to the end of FYO15. The Commission requires, if the Postal Service does
not reduce the number of facilities under suspesion in FY 2016, that the Postal Service
provide a detailed explanation in its FY 2016 ACR as to why it was unable to do so.

E. PrincipalFindings Flats Cost and Service
Issues

In Chapter 6, the Commission finds that thBostal Servicé €¥forts relating to improving
Commission draws from the issues examined in Chapters 4 and 5 agxplores potential
causes for tlose problems and calls on the Postal Service to take pteto better define the
scope of the problems and potential solutions. Specifically, the Commission requires that
the Postal Service provide a report on flats issuegithin 120 daysof issuance of this ACD
that quantifies what the Commission understands tde the main drivers of these
significant and ongoing service failures and cost shortfall3he Commission will evaluate
the report and may use the information provided to form the basis of a new proceeding or
other appropriate action.
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CHAPTER INTRODUCTION
A. Statutory Context

Two sections of Title 39 of the United States Code (U.S.C.), as amended by the Postal
Accountability and Enhancement Act (PAEA)require ongoing, systematic reports and
assessments of the financial and operational performaecof the Postal Service. The first
provision, 39 U.S.C. § 3652, requires the Postal Service to file certain annual reports with
the Commission, including an Annual Compliance Report (ACBee39 U.S.C. § 3652(a).
The second provision, 39 U.S.C. § 3653qteres the Commission to review the Postal
SAOOEAA8O AT 1T OAl OADPI OO0 AT A EOOOA AT 111 OAI
whether rates were not in compliance with applicable provisions of Title 39 and whether
any service standards were not met. 3®9.S.C. 8§ 3653(b). Together, these provisions
establish the ACR and the ACD as integrated mechanisms for providing ongoing
accountability, transparency, and oversight of the Postal Service.

The Commission has once again decided to report separatelyonthd OOAT 3 AOOEAABSO
financial condition and its performance plans and program performancélt issued its

financial analysis on March 2920163 and anticipates issuing its analysis of the

performance plans and program performance, required by 39 U.S.C. § 36®), during May

of 2016. This ACD focuses on the requirements of 88 3653(b)(1) and (b)(2).

For regulations governing rates and fees, Congress divided mail categories and services
between Market Dominant and Competitive products. For Market Dominant practts,
883622 and 3626 of Title 39 are relevant for rates and fees; § 3633 is relevant for
Competitive products.

In Chapter 2, the Commission evaluates the workshare discounts for Market Dominant

products to determine compliance with 39 U.S.C. § 3622(&}hapter 2 also includes a

discussion about the preferred rate requirements and the price cap. Chapter 3 focuses on

I OEAO AT i DPI EATAA EOOOAO OAI AGAA O - AOEAO sii
covers compliance issues related to the rates and feeECompetitive products. In Chapter

5, the Commission discusses service performance and measurement.

! pub. L. 109435, 120 Stat. 3198 (2006).

2 seeNoticeand OrderRegarding the Postal Servie¥ 205 AnnualPerformance Report and FY BAnnualPeformance Plan, January 14,
2016(Order No. 302\

% Analysis of Postal Service Financial Results ad3tatement foFY 2015, March 22016.

* In this ACD, the Commission addressaly rates and fees that have been challengsdcommenters, or otherwise presesbmpliance
issues
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yT Al OAAA ET OEEO UAAOGO !'#3%$ EO A TAx #EADPOAO
service issues for flatshaped mailpieces (flats).

There arefour appendices to this ACDAppendix A contains the Commission evaluation of
the special study of delivery performance in remote location#Appendix B provides the
status of Commissiordirected actions from past ACDs and new Commissiahrected
undertakings in this ACDAppendix C contains a list of Commenter&ppendix D contains
an index of acronyms and abbreviations.

B. Timelineand Reviewof Report

The Postal Service is required to file the ACR no later than 90 days after the end of each
fiscal year (.e, 90 days after September 30). The Commission is required to complete the
ACD within 90 days of receiving the ACR. The Postal Service filed the FY 2015 ACR on
December 29, 2015; thus, the Commission must issue this ACD no later than March 28,
2016.

C. Focus othe ACR

In accordance with 39 U.S.C. § 3652, the ACR must provide analyses of costs, revenues,
rates, and quality of service sufficient to demonstrate that during the reporting year all
products complied with all applicable requirements of Title 39. Addibnally, for Market
Dominant products, the Postal Service must include product information, mail volumes,

and measures of quality of service, including the speed of delivery, reliability, and the levels
of customer satisfaction. For Market Dominant produa with workshare discounts, the
Postal Service must report the peiitem cost it avoided through the worksharing activity
performed by the mailer, the percentage of the peitem cost avoided that the workshare
discount represents, and the pefitem contribution to institutional costs. 39 U.S.C.

§3652(b).

D. OtherReports

In conjunction with filing the ACR, the Postal Service must also file its most recent
Comprehensive Statement on Postal OperatioitsPerformance Plapand program
Performance Reports39 U.SC. § 3652(g).

E. Commission Responsibilities

Upon receipt of the ACR, the Commission provides an opportunity for public commem

OEA 01 OOAI 3AOOEAA8O OOAI EOOEITO8 ow 5838#8
making a written determination as to whether any rates or fees were not in compliance

with applicable provisions of chapter 36 of Title 39 or related regulations, and whether any
service standards were not met. 39 U.S.C. § 3653(b). If the Commission makes a timely

written determination of non-compliance, it is required to take such action as it deems
appropriate. 39 U.S.C. § 3653(c).
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F. ProceduralHistory

On December 29, 2015, the Postal Service filed its FY 2015 ACR, covering the period from
October 1, 2014, through September 30, 2015The ACRncluded an extensive narrative

and a substantial amount of detailed public and nopublic information contained in

library references. The library references include the Cost and Revenue Analysis (CRA), the
International Cost and Revenue Analysis (ICRA)%t models supporting workshare

discounts, and volume information presented in billing determinants. Library Reference
USPSFY159, December 29, 2015, summarizes the other materials included in the ACR,
and contains a list of special studies and a discussi of obsolescenc&in response to
§3050.12 of Title 39 of the Code of Federal Regulations (C.F.R.).

The Postal Service concurrently filed its 201%nnual Reportand Comprehensive Statement
on Postal Operationas part of Library Reference USRPBY 1517, December 29, 2015, to the
FY 2015 ACR.It also filed its Annual Reporto the secretary of the U.S. Department of the
Treasury regarding the Competitive Products Fund, as required by 39.S.C. § 2011(i), as
part of Library Reference USPEY1539, December29, 2015.

On December 30, 2015, the Commission issued an order establishing Docket No. ACR2015
to consider the ACR, appointing a Public Representative to represent the interests of the
general public, and establishing February 2, 2016 and February 12, P8, as the deadlines

for comments and reply comments, respectively.

G. Methodology Changes

The FY 2015 ACR generally employs the methodologies used most recently by the
Commission? In this ACR proceeding, the Postal Service relies upon 17 approved
changesto

® United States Postal Service FY 28hnual Compliance Repotbecember 29, 2@L(FY 20% ACR)The Postal Service made five further

filings that revise the FY 2015 ACR and selected Library References. Notice of the United States Postal ServiceReésiaty\ersions of

USPS-Y1528 and USRBY15NP26 Errata, January 15, 2016; Notice of the United States Postal Service of Filing of Revised Annual Compliance

Report PageErrata, January 21, 2016; Notice of the United States Postal Service of Fitingesised Version of USP$1533t Errata,

February 3, 2016; Notice of the United States Postal Service of Filing of Further Revised Annual Compliance Repora@agebruary 5,

2016; and Notice of the United States Postal Service of Filing of Rewgssmn of USRBY15NP2% Errata, February 8, 2016. Unless
20KSNBAAS y205R:E NBFSNByOSa G2 G(KS tz2adlt {SNBWAOSQa C, wHwamp !/ w I NB
® Here obsolescence refers to studies that may be outdgted, a study may not reflect current opetiag conditions and procedurgs

! 2015 Annual Reporaind ComprehensiveéStatementof Postal OperationsDecember 292015. Included as parts of Library Reference USPS
FYlsmut | NB GKS t 2 Rdiforihande RepithdrS208 Perormante Plan

® Order No. 2968Notice2 ¥ t 2 & (I f { ArNIAACOrfpinace Rehdmtl Refuest Br Public Comments, DecemlirZB15; see also
81 FR523525 (Januarys, 2016). On January 14, 2016, the Commission established separate comment dates for thef Post SNI@A 0SQa C,
Performance Repoénd FY 201Berformance PlarSeeOrder No.3027.

° SeeFY 2015 ACR a3

191d. at 4-6. Four of the methodologies were approved after the Postal Service submitted its FY 2014 ACR and thirteen methodologies were
approved prior to the filing of the FY ZDACRId. See als®ocket No. ACR201Annual Compliance RepoBecember 29, 2014 (FY 2014 ACR).
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In addition, the Commission posts the most current workshare cost avoidance models on
its website 11 Those models were used in its preparation of the FY 2015 ACD.

H. Product Analysis

The Postal Service provides an analysis of each Market Dominant product, including special
services, and domestic and international negotiated service agreements (NSAS) active
during FY 2015. This analysis includes a discussion of workshare discounts and
passthroughs for Market Dominant products, required by 39 U.S.C. § 3652(b). The Postal
Service also provides data for Competitive products and discusses the data with reference
to standards under 39 U.S.C. § 3633 and 39 C.F.R. § 3015.7. Last, the Postat&Ser
discusses three Competitive market tests conducted in FY 2015, as well as, two Market
Dominant and nine Competitive norpostal products??2

. ServicePerformance

The ACR also included information regarding service performance, customer satisfaction,
and consumer access, as required under 39 U.S.C. § 3652(a)(2) and 39 C.F.R. part 3055.

J. Confidentiality

Commission rules require the Postal Service, when it files ngoublic materials with the
Commission, to simultaneously file an application for noipublic treatment. 39 C.F.R. §
3007.20. The application for nompublic treatment must clearly identify all non-public
materials and fulfill the burden of persuasion that the materials should be withheld from
the public by showing that the information is commercially snsitive and by identifying the
nature, extent, and likelihood of commercial harm that would result from disclosure. The
ACR included such an application with respect to certain Competitive products.

K. Requests forAdditional Information

Twenty # E A E Ol #rimation Reduests (CHIRs) were issued with respect to the ACR

from January 6, 2016, to Marcii1, 2016. The Postal Service responded to the CHIRSs, often

filing supplemental information in support of the responses:3 The Commission appreciates

the Postal SSOEAAG O OAODPI T OEOAT AGO Oi OEAOA OANOAOGOO

! Seedirectory ofCommissiomorksharecost avoidancemodels at
http://www.prc.gov/sites/default/files/FY%202014%20Workshare%20Cost%20Model%20Directory%2011.25.2015%20%282%29.pdf

FY 2015 ACR &0-71.

BISHSNIE 2F (GKS t2adhkt {SNBAOSQA /I Lw NBA&LR Y aE5g5Moiiod dilhe Wnifed Statdsl- y A SR o6 &
Postal Service for Late Acceptance of Its Responses to QuestionsA T / KF ANXY I y Q& Ly T2NXIFGA2y wSljdzSad b2o
t2aGlt {SNPAOSQA Y2GA2ya F2NJEHGS FOOSLIIYyOS Aa aNIyaSRoO
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CHAPTER 2: MARKE MINANT
PRODUCTBRICINREQUIREMENTS

A. Introduction

The PAEA introduced three pricing requirements for Market Dominant products: a class
level price cap based upon changes in the consumer price index for all urban consumers
(CPHU), 39 U.S.C. § 3622(d)(2)(A), a cap on workshare discountk,8 3622(e)(2),and a
cap on preferred ratesjd. 8 3626 (a)(4)-(7). Chapter 2 discusses these requirements.

B. The Clas$.evelPriceCap

The Commission approved price adjustments that went into effect during FY 2015At the
time they were implemented, the price changes coplied with the price cap provision.
However, changes in prices generally affect the mix of volumes within classes. When
applied to actual mail volumes, price increases may produce results that differ from the
application of the same price increases to thiistorical billing determinants used by the
Commission during its preimplementation review of the proposed increases. In past ACDs,
the Commission has analyzed the price changes by comparing the percentage change in
rates for each class weighted accordintp two different sets of billing determinants? the
historical, pre-implementation billing determinants and the postimplementation billing
determinants for the first full year that the rates had been in effect

Because the rates in effect during FY 201liBcluded the exigent surchargé$ it is not
possible to analyze only the effect of the CRI price change. For this reason, this ACD does
not contain an empirical analysis of the price cap.

C. WorkshareDiscounts

Workshare discounts provide reduced rates for mail that is prepared or entered to avoid
certain activities the Postal Service would otherwise have to perform. These discounts are

 Docket No. R2018, Order on FAce Adjustments for Special Services Products and Related Mail Classification Changes, March 10, 2015
(Order No. 2388)Docket No. R2018, Order No. 2461, Order on FiGtass Mail Promotions and Related Mail Classification Schedule Changes,
April 30, 205; DocketNo. R20154, Order on Revised Price Adjustments for Standard Mail, Periodicals, and Package Services Products and
Related Mail Classification Changes, May 7, 2015 (Order No. 2472).

'* See, e.g.Docket No. ACR201&nnual Compliance Determinatiokay 7, 2013, Appendix A (Empirical Review of Price Cap Application) (FY
2012 ACD).

16 SeeDodket No. R201:21, Order Granting Exigent Price Increase, December 24, 20#8n.1(Order No. 1926); Docket No. R201ER,

Resolving Issues on Remand, July2P5 at 16 hNRSNJ b2® HcHoUOU® ¢KS t2adlt {SNIAOSUnkd & I LIISI £
States Postal Service v. Postal Regulatory Commidiiori51297 (D.C. Cir. filed Aug. 28, 2015). The Postal Service filed notice of its intent to

removethe exigent surcharge on April 10, 2016. Docket No. RAA]Notice of the United States Postal Service of Removal of the Exigent

Surcharge, February 25, 2016.
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based on the estimated avoided costs that result from the mailer performindpé activity.

39 U.S.C. § 3622(e)(2) directs the Commission to ensure that workshare discounts do not
exceed the costs the Postal Service avoids as a result of the worksharing activity. The
statute provides four exceptions to this requirementSee39 U.S.C88 3622(e)(2)(A)

through (D).

The Commission analyzes discounts to determine whether they comply with applicable

statutory provisions. Section 3653(b)(1) of U.S.C. Title 39 requires the Commission to base

EOO AAOAOI ET AGET 1 O 1 during AYRA16. TelpcesBAKeQInOET A E££A
FY 2015 were the prices approved in Docket No. R2015 and included the exigent

surchargel’ Discounts evaluated for compliance were based on these prices. Workshare

discounts that were not greater than their avoidectosts were in compliance for FY 201%

Although passthroughs below 100 percent are lawful, they send inefficient pricing signals

to mailers. Passthroughs set as close as possible to 100 percent would promote efficiency,

lower the total combined costs for nailers, and encourage the retention and growth of the

0T OOAT 3AOOEAAGO i1 00 POl ZEOAAI A POT AOAOOS

The Public Representative suggests that the Commission direct the Postal Service to make
adjustments to unlawful workshare discounts at the time the exigentwscharge is

removed®( A 11 OAO OEAO E1T OEA PAOOh OEA #i1 i1 EOOET
proposed remedy to align discounts with avoided costs in the next Market Dominant price
AAEOOOI AT 08 02 #1111 AT 00 AO 1p8 ektlemey@dABOO OEA

T O Pi OOEAI A Oi DPOAAEAO xEAT OEA dAk@d OPAI I EI
contends that if the Commission allows the Postal Service to wait until the next Market

Dominant price adjustment to align discounts with avoided cost workshare discounts

may be out of compliance for a long timdd. Alternatively, he suggests that if the surcharge

is made permanent, the Commission should require the Postal Service to promptly file a

Market Dominant price adjustment.ld.

The Postal B OOEAA AT 1T OAT AO OEAO OEA 0OAI EA 2APOAOGAI
No. 2319, in which the Commission plainly states that the Postal Service should only

AAAOAOO ow 5838#8 o9 o¢eccj AQdO x1 asEAOET ¢ OAN
AAECOOPAEDOBIGOOAT 3AOOEAA OOAOAO AEAOOOEAO OEAOD
OOCCAGOERT T OOAOU Oi OEA #i i1 EOCOEI T80 POAOGEI OO i
0T OOAT 3AOOEAAGO POEAET C A& AGEAEI EOU86 5303 2AD

The Commission is sensitive tthe concerns expressed by the Public Representative.
However, directing the Postal Service to align discounts with avoided costs in the planned

7 Seen.14, supra and accompanying text.

'8 The difference between the workshare discount and the avoidedsdssieferred to as the passthrough. Passthroughs above 100 percent
indicate discounts that are greater than avoided costs. Passthroughs below 100 percent indicate discounts that sredigéalrcosts.

9 public Representative Comments, February 2, 2016, at 41 (REVISED February 17, 2016) (PR C®emNetits). of Errata to Public
Representative Comments Filed February 2, 2016, February 17, 2016.

2 Reply Comments of the United States RbService, February 12, 2016, at 17 (USPS Reply Comments).
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OAT T OA1T 1T £# OEA AQGECAT O OOOAEAOCA EO ET AT 1T OEOO
No. 2319. Inorderingp AOACOADPE o OEA #1111 EOOETIT OOAOAAR C
required to demonstrate compliance with 39 U.S.C. [8] 3622, including workshare

provisions, if it removes the exigent surcharge without an accompanying inflaticbased

AAEOOOI AT 08319 at 16.Addionally, the Qommission notes that there is always

OiTiT A O1T AAOOAET OU xEOE OACAOAO O1 OEA OEIETC 1
adjustment. In previous ACDs, when the Commission directed the Postal Service to adjust

discounts in the nextMarket Dominant price adjustment, it did not know when the Postal

Service would file the next Market Dominant price adjustment with the Commission. The

01T OOA1T 3AOOEAAS8O POEAEI ¢ £ AGEAEI EOU Al11Tx0 O
adjustmentsand make revisions to the schedule at will. The Commission will follow the

same approach as it has in previous ACDs.

The sections below are organized by class of mail and review workshare discounts that are
greater than the avoided costs associated witthe discount.

1. FirstClasdMall

Six FirstClass Mail workshare discounts exceeded the avoided costs of the corresponding
mailer worksharing activity in FY 2015. Those six workshare discounts are contained in the
Presorted Letters/Cards and Flats products.

a. PresortedLettergCards

The following five workshare discounts for Presorted Letters/Cards exceeded avoided
costs in FY 2015:

Automation Mixed automated area distribution center (AADCl etters
Automation AADC Letters

Automation Mixed AADC Cards

Automation AADC Cards

1 Automation 5-Digit Cards

il
1
il
1

Each is discussed below. All remaining discounts offered for Presorted Letters/Cards were
less than avoided costs and were thus consistent with 39 U.S.C. § 3622(e) in FY 2015. Table
II-1 shows the discounts for the Presrted Letters/Cards product for FY 2015.
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Table 11
FirstClass Presorted Letters/Cards
Workshare Discounts and Benchmarks

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount | Avoidance | Passthrough
(Cents) (Cents)
FirstClass MaiAutomation Letters: Barcoding & Presorting
Automation Mixed AADC Letters (Metered Letters) 4.6 3.3 139.4%
Automation AADC Letters (Automation Mixed AADC Letters) 2.3 2.0 115.0%
Automation 3Digit Letters (Automation AADC Letters) 0.0 0.6 0.0%
Automation 5Digit Letters (Hybrid Automation AADCIggit
SR S (Hybrid Automat ' 2.5 3.6 60.4%
Letters)
FirstClass Mail Norautomation Letters Barcoding
Non-automation Presort Letters (Metered Letters) 1.4 4.3 32.6%
FirstClass Mail Automation Card8arcoding & Presorting
Automation Mixed AADC Cards (Naumtomation Presort Cards) 1.1 1.0 110.0%
Automation AADC Cards (Automation Mixed AADC Cards) 0.9 0.8 112.5%
Automation 3Digit Cards (Automation AADC Cards) 0.0 0.2 0.0%
Automation 5Digit Cards (Hybrid AutomatiohkADC/3Digit Cards) 1.5 1.3 115.4%

Source: Library Reference RRR,ACR2015/3.

(1)  Automation Mixed AADCLetters

The discount for Automation Mixed AADC Letters was 139.4 percent of avoided cost. FY
2015 ACR at 9The Postal Service does not provide a statutory exception to justify this
excessive passthroughSee idat 9-10.

The Commission finds that the discount for Automation Mixed AADC Letters was not in
compliance in FY 2013.he Postal Service must align thiscount for Automation Mixed
AADC Letters with avoided cost in the next Market Dominant price adjustment or provide
support for an applicable statutory exception.

(2) Automation AADC Letters

The discount for Automation AADC Letters was 115.0 percent of aved cost.ld. at 10. The
Postal Service contends that although the FY 2015 passthrough is out of compliance using
the prices that include the exigent surcharge, it will be in compliance when the exigent
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surcharge is removedld. However, the Postal Servicdas not provided a statutory reason
to justify the excessive passthroughSeed.

The Commission finds that the discount for Automation AADC Letters was not in compliance
in FY 2015. However, the removal of the exigent surcharge in FY 2016 aligns thenAtitm
AADC Letters discount with avoided cost; therefore, no further action is required.

(3)  Automation Mixed AADC Cards, Automation AADC
Cards, and EDigit Automation Cards

Automation Mixed AADC Cards, Automation AADC Cards, anBigit Automation Cards
passed through 110.0 percent, 112.5 percent, and 115.4 percent of avoided costs,
respectively.ld.at 11, 12. The Postal Service does not provide an applicable statutory
exception to justify these excessive passthroughSee idat 11-12.

The Commission findbat these three Automation Cards discounts were not in compliance in
FY 2015. For the discount forBigit Automation Cards, the removal of the exigent surcharge

in FY 2016 aligns the discount with avoided cost; therefore, no further action is requitéth
respect to the discounts for Automation Mixed AADC Cards and Automation AADC Cards, the
Postal Service must align the discounts with avoided costs in the next Market Dominant price
adjustment or provide support for an applicable statutory exception.

b. Hrst-ClasMail Flats
The following workshare discount for FirstClass Mail Flats exceeded avoided cost in FY
2015:
1 Automation 5-Digit Flats

All remaining discounts for Presorted Flats were less than avoided costs and were thus
consistent with 39 U.S.G§ 3622(e) in FY 2015. Table {2 shows the discounts for the
Presorted Flats product for FY 2015.
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Table 12
FirstClass Mail Flats

Workshare Discounts and Benchmarks

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount | Avoidance | Passthrough
(Cents) (Cents)

FirstClass Mail Automation Flats: Barcoding & Presorting
Automation ADC Flats (Automation Mixed ADC Flats) 8.0 9.8 81.6%
Automation 3Digit Flats (Automation ADC Flats) 4.0 5.0 80.0%
Automation 5Digit Flats (AutomatioB-Digit Flats) 19.2 15.9 120.8%

Source: Library Reference RRR,ACR2015/3.

The discount for Automation 5Digit Flats was 120.8 percent of avoided codid. at 13. The
Postal Service contends that the abov&00-percent passthraugh is justified by 39U.S.C.
§3622(e)(2)(B), due to the volatility of cost avoidance estimates and the significant price
increase for 5Digit Automation Flatsin FY 2015.ld. However, it did not explain the adverse
effects the increase would have on users of AutomationBigit Flats.See id.

The Commission finds that the discount for AutomatiosDigit Flats was not in compliance in
&9 otuvw8 4EA 01 OOAT 3AOOEAA3O OOA DigaFatE A
discount was not sufficiently supported. The Pos&arvice must align the discount for

Automation 5Digit Flats with avoided cost in the next Market Dominant price adjustment or

provide support for an applicable statutory exception.

C. SinglePiecel ettergCards

No workshare discounts for Single Piecketters/Cards exceeded avoided costs in FY 2015.
Table 1I-3 shows the discounts for the Single Piece Letters/Cards product for FY 2015.

OAQOA
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Table 3
FirstClass Single Piece Letters/Cards
Workshare Discounts and Benchmarks

FirstClass Mail Single Piece Lette€3ualified Business Reply Mail Barcoding

QBRM (Handwritten Reply Mail) 1.4 1.8 77.8%

FirstClass Mail Single Piece Cards: Qualifiaciness Reply Mail Barcoding

QBRM (Handwritten Reply Cards) 1.1 1.8 61.1%

Source: Library Reference RRR,ACR2015/3.

2. Periodicals

a.  Fiscal Year 20P%eriodical$VorkshareDiscounts
() Passthroughs over 10(Qpercent

In FY 2015, one IrRCounty Periodicalspassthrough and 13 Outside County Periodicals
passthroughs exceeded 100 percent. Table4lidentifies these passthroughs.
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Table 14
Periodicals Workshare Discounts Exceeding Avoided Gbsts

Year End Unit Cost
Type of Worksharing Discount Avoidance Passthrough
(Cents) (Cents)
Outside County
Presorting
1. Machinable Norautomation 5Digit Flats 10.5 8.8 119.3%
2. Saturation 2.7 0.7 385.7%
3. Machinable Automation FSS Flats 16.5 8.9 185.4%
4. Machinable Automation ®igit Flats 9.1 7.8 116.7%
5. Nonmachinable Norautomation 3Digit Flats 10.7 4.0 267.5%
6. Nonmachinable Norautomation 5Digit Flats 15.6 7.9 197.5%
7. Nonmachinable Automation ADC Flats 10.7 9.8 109.2%
8. Nonmachinable Automation-Bigit Flats 8.9 3.8 234.2%
9. Nonmachinable Automatio®-Digit Flats 14.3 8.2 174.4%
Barcoding
10. Machinable Automation Mixed ADC Flats 3.6 3.5 102.9%
Presorting Automation Letters
11. Automation ADC Letter 3.6 1.5 240.5%
12. Automation 3Digit Letter 2.0 0.4 448.3%
13. Automation 5Digit Letter 6.8 2.5 269.0%
In-County
Presorting
14. Saturation | 15 | o7 | 2143%

Source: Library Reference RRR,ACR2015/5.

Workshare discounts may exceed avoided costs if a statutory exception appliee39

U.S.C. 8§ 3622(d). The Postal Service justifies Periodicals workshare discounts that exceeded
100 percent passthroughs on the basis of 39 U.S.C. § 3622(e)(2)(C), which authorizes
workshare discounts greater than avoided costs if provided in connectionith a subclass

that consists exclusively of mail matter with educational, cultural, scientific, or

informational (ECSI) value. FY 2015 ACR at 43.

In its comments, the Association of Magazine Media (MPA) notes the wide variation in
Outside County Periodicks passthroughs??2 MPA also points out that the passthrough for

# The Periodicals pricing structure differs from the other Market Dominant classes, in that it includes piece, pound, bdrztietainer
elements Seel ibrary Reference PRIGR,ACR2015/5 for acenprehensiveldisplay of all Periodicals prices andnksharing relationships for
FY2015.

2 nitial Comments of the Association of Magazine Media, February 2, 2016, @1BA Comments).
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5-Digit Automation Flatshas exceeded 100 percent since FY 2010. MPA Comments-dt 3

In its reply comments, the Postal Service cautions that an immediate reduction in this
passthrough to 100 gercent would impose a 5percent price increase on EDigit

Automation Flats. USPS Reply Comments at 23. The Postal Service nevertheless agrees, in
principle, with moving this passthrough toward 100 percent at a moderate pace in future
Market Dominant price adjustments.|d.

(2) Passthroughs Unde 00 Percent

MPA also comments that by keeping certain passthroughs under 100 percent, the Postal
SAOOEAA EAO ECIT T OAA Gobdiesigr theP&iqu@dsirdtefsttuctukeed®® A A OE O
give mailers stronger incentives to engage in cossaving practicesSeeMPA Comments at

3. For example, MPA asserts that maintaining the Carrier Route passthrough at about 60
percent created larger disincentives for mailers to presort to the Carrier Route levet FY
2015.1d. at 34. The Postal Service replies that it used its pricing flexibility to encourage
efficient mail preparation in FY2015. SeeUSPS Reply Comments at 222. ThePostal

Service states that raising this passthrough to 100 percent of avoided cost could cause
some nailers to migrate to lower revenue rate categories and could worsen Periodicals
cost coverageld. at 22. The Postal Service also notes that adjusting passthroughs may lead
to significant postage increases for small volume mailers who are not capable of
responding to efficient pricing signals to the same degree as large volume mailelis. at 22
23.

3) CommissionAnalysis
€) Statutory Considerationsfor Passthroughs

Because the Periodicals class is consistent with ECSI values, the Commission finds that the
Periodicals workshare discounts that exceeded avoided costs in FY 2015 were consistent

with 39 U.S.C. § 3622(e). Given that the Periodicals class does not cover costs, sending

efficient price signals is particularly important. Although § 3622(e) does not prohilithe

Postal Service from offering workshare discounts with passthroughs that are less than 100

percent, other statutory requirements and objectives focus on sending efficient pricing

signals to mailers. This concept is relevant to all passthroughs, inclng those that qualify

Al O %#3) AT 1 OEAAOAOCEI T8 ' AT AOAI 1 Uh DPOEAAO 100
practices of honest, efficient, and economical management, to maintain and continue the
development of postal services of the kind and qualitydapted to the needs of the United
30A0A086 ow 5838#8 o t1mntj AQ8 -1 OAT OAOh OEA - A
01 AAEEAOA TET A 1T AEAAOGEOAOR T &£ xEEAE 1T1TA EO O
ET AOAAOA A AEFEAEAIT AUmereforepihe PastildSendce shoutgncalt § A Qj p
cases, consider whether such passthroughs send efficient pricing signals to mailers.

Inefficient pricing signals may contribute to Periodicals revenues not covering costs if the
price does not signal mailergo prepare Periodicals mailings efficiently. However, as the
Postal Service notes, for a specified discount, a sudden price change to bring passthroughs
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to 100 percent may not be prudene3 Continued moderate improvement of the relationship
between discourts and avoided costs should signal to the mailer the mail preparation
method that is most efficient for both the Postal Service and the mailer. The Commission
emphasized in past ACDs that, as a general principle, passthroughs closer to 100 percent
would send better pricing signals to mailers and would maximize contribution and cost
savings to the Postal Servicét

)T &9 ¢mpuh OEA 071 OOAI 3AO0OOEAA OAOPITAAA OiF O
price signals that better reflect costs. Specifically, the Bl Service improved the

alignment of bundle and pallet price signals and cos&s.Moreover, in accordance with the

#1 11 EOOET 160 OAAT I 1 AT AAGETT ET OEA &9 c¢mpo ! #
discount for the pre-barcoding of Nonmachinable Automaton Mixed Area Distribution

Center (Mixed ADC) Flatdd. at 51. By taking this action, the Postal Service addressed the
long-running issue with the Nonmachinable Automation Mixed ADC Flats prearcoding

discount detailed by the Commission in the FY 2018CD. FY 2013 ACD at 222.

(b) Sending Efficient Pricing Signals in Flats
Sequencing System and NeRlats Sequencing
System Zones

For several years, the Commission highlighted the growing disparity between the Postal
SAOOEAAS8 O DPOEAEIT C dOEaQd 5bigitpresviafiod and @iddiage O1 Al
Carrier Route presortation2é Because the Postal Service implemented Flats Sequencing
System (FSS) prices for Periodicabs,the Postal Service no longer offers Carrier Route

prices for mailpieces destinating in FS zones and has an additional incentive to encourage
mailers to presort to the Carrier Route level, rather than to the Bigit level, for Periodicals
destinating in non-FSS zones.

Most Outside County Periodicals volumes in nGRSS zones is presorted tblachinable
Automation 5-Digit or Carrier Route Basic. Figure il details changes in passthroughs for
Carrier Route Basic and Machinable Automation-Bigit piece presorting from FY 2008 to
FY 2015.

2 geeChapter 3infra, for a discussion of how cost coverage issug§ R 2 LISNJ A2y f OKIy3Sa Oy AYLNRGS GKS
PeriodicalsSeeChapter 6infra, for a holistic discussion of flahaped mailssues

¢ seeDocket No. ACR2008nnual Compliance Determinatioklarch 29, 2010, at 76 (FY 2009 ACD); Docket No. ACR201@| Compliance
Determination March 29, 2011, at 987 (FY 2010 ACD); Docket No. ACR2®idual Compliance Determinatioklarch 28, 2012, at 16810
(FY 2011 ACD); Docket No. ACR28h8ual Cmpliance DeterminatiofRevised May 7, 2013), May 7, 2013, at-10Q(FY 2012 AGDocket
No. ACR2013Annual CompliancdDetermination March 27, 2014, at 223 (FY 2013 ACD); Docket No. ACR2Aibhual Compliance
Determination March 27, 2015, at 146 Y 2014 ACD).

% pDocket No. R2018, United States Postal Servibetice of MarketDominant Price Adjustment, January 15, 2015, a287Docket No.
R20154 Notice).

% geeFY 2013 ACD at 21, FY 2014 ACD at 15.

#In Order No. 2472, the Commission explainat tSS prices, instead of Carrier Route prices, are required for Periodicals destinating in zip
codes where FSS machines processstiaiped mailpieces (FSS zon€sjler No. 2472 at 62.
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Figure 1
Carrier Route and Automation-Bigit Passthroghs
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Between FY 2008 and FY 2015, the Machinable AutomatiorBgit passthrough increased
considerably, whereas the Carrier Route Basic passthrough decreased consideralin

FY 2015, the passthrough for Carrier Route Basic decreased to 62.4 percent. The
Machinable Automation 5Digit passthrough continued to be above 100 percent in FY 2015,
decreasing from 124.0 percent to 116.7 percent. The Postal Service should incredse i
efforts to narrow the gap between 5Digit and Carrier Route passthroughs to promote
Carrier Route presortation in nonFSS zones.

The passthrough for Machinable Automation FSS Flats was 185.4 percent. Because most
Periodicals are presorted to Machinabl@utomation FSS Flats (in FSS zones) or Carrier
Route Basic (in noAFSS zones) levels, the Postal Service should ensure these passthroughs
send efficient pricing signals.

b. Postal Service Response to Fiscal YearA&@idal
Complianc®eterminationDirectives

In the FY 2014 ACD, the Commission directed the Postal Service to report: the cost and
contribution impact of the worksharing incentives offered for 5Digit and Carrier Route
presortation; and its progress in improving Periodicals prcing efficiency. FY2014 ACD

at 16-17. For the reasons described below, the Commission finds the Postal Service failed to
meaningfully address these directives and directs the Postal Service to file a report within
120 daysof issuance of this ACD

B Thepricedifferencebetween the Machinable Automation-Bigit andCarrier Route Basic discount9i8 centsvhen the exigent surcharge is
not included unchanged from FY 2008.
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() Detailed Analysisof Cost and Contribution Impact of
Worksharing Incentives for 5-Digit and Carrier Route
Presortation

In the FY 2014 ACD, the Commission directed the Postal Service to provide a detailed
analysis of the cost and contribution impact of the worksharing incentives offed for 5-
Digit and Carrier Route presortation. FY 2014 ACD at 16. The Postal Service has not
provided a meaningful response. The Postal Service explains the design of the workshare
discounts without providing any analysis of the cost and contribution impet. FY 2015 ACR
at 46.

A CHIR was issued requesting that the Postal Service quantify the cost savings and

AT 1 OOEAOOETT EIi DAAO AOOTI AEAOAA xEOE OEA 01 OO0OA
encourage the entry of more Carrier Route pallets in neRSS & 1 A2Om@ePostal Service

was also requested to discuss any obstacles to quantification. CHIR No. 4, question 9. In its
response, the Postal Service does not provide any quantification of cost savings or

contribution impact, asserting it does not know howmail would have been prepared by

mailers under an alternative pricing scheme and stating that the strategy has not been in

effect long enough to have more than a minimal impact on cost savings and contributi#n.

An additional CHIR was issued askingth@ | OOA1 3 AOOEAA O AT 1T £ZEOI O
2015 pricing incentives encouraged customers to enter more Carrier Route pallets in [nen

&33Y UITAO TO O DPOADPAOA OAOETI AEAAI O 11 OA AfEsE
the Postal Service des not confirm that it has plans to study those issues and reiterates the

obstacle posed by the lack of knowledge regarding how mailers would have prepared

mailings under an alternative pricing schemé?l The Postal Service states that it will

monitor the changes in billing determinants and mail preparation to see if the changes in

mail preparation are consistent with the intent of the price incentives. February 17, 2016,

Responses to CHIR No. 12, question 5.

(2) Improving Periodicals Pricing Efficiency
IntheFY¢mpt ! #$h OEA #1111 EOOEIT AEOAAOAA OEA 0160
POl COAOGO ET EI POT OET C OAOET AEAATI O POEAEI ¢ AEE
directive, the Commission directed the Postal Service to report on its progress in imgpring
OAOET AEAAI O AT 6O Al OAOACA AT A OI bpOiT OEAA A AA
01 OOAT 3AOOEAASO DPOEAEI ¢ A&l AQGEAEI EOUW.atOT EIi BOI
40.32

# Chairman's Information Request No. 4, January 15, 2016, quéstipmoting FY 2015 ACR at 45) (CHIR No. 4).

% Responses of the United States Postal Service to Questiane 1 2 F  / KF ANX I y Q& LYy FT2NXYIF A2y wSljdSad b2d
(Responses to CHIR No. 4).

% Responses of the United States Postal Service to Questibng, 2, 11 and 337 of Chairh y Q& LY F2NX I GA 2y wSljdzS&ad b2o
2016, question 5 (February 17, 2016, Responses to CHIR No. 12).

* For additional information about Periodicals pricing strategieeChapter 7 of thé®eriodicals Mail Study.



Docket No. ACR2015 -21-

The Postal Service states that significant changes to the pricing strategy for Periodicals

approved in Docket No. R2018! improved Periodicals pricing efficiency. FY 2015 ACR at

45. The Postal Service states that the price changes implemented in Docket R2015-4
OOOAOOAA OEA DPOT AAOGO 1T £# AAAOAOGOET ¢ OEA O0AOET A
DOEAET ¢ OECIT Adl The Podtal Jerdide Ibase3 rizés for most Periodicals

bundles and pallets on the estimated costs of handling those bundlasd pallets33 The

Postal Service explains that certain exceptions were made such as in the prices for Mixed

1 $# DAI 1 AOOR OI AOI EA OAgi OAEOAT 606 DPOEAA ETAO
preparation, such as the prices for pure Carrier Route palle$4 The Postal Service reports

that it leveraged its pricing flexibility by lowering pound prices to create the price cap

space needed to increase bundle and pallet prices for Periodicébs.

A CHIR was issued requesting that the Postal Service quantify tt@st savings and

Al 1T OOEAOOEIT EiIi PAAO AOOI AEAOAA xEOE EOO AZEAEN O
DAl 1 AOO AAOGAA 11 OEA Ai 00O T &£ EATAIEI ¢ OEAIiI 8606
at 45). The Postal Service was also requested to disss any obstacles to quantification.

CHIR No. 4, question 10. The Postal Service responded that quantification was not possible

because the Postal Service does not know how mailers under an alternative pricing scheme

would have prepared mailings. Respongeto CHIR No. 4, question 10.

In Order No. 2472, the Commission directed the Postal Service to develop a methodology
for determining the avoided costs of the new Periodicals Presorted FSS discounts available
in FSS zones. Order No. 2472 at 62. The PoSalvice developed a model that necessarily
relied on volume estimates because the new Presorted FSS discounts went into effect near
the end of FY 20156

The Commission also directed the Postal Service to develop a methodology for determining
the bottom-up costs for the new Periodicals Carrier Route bundle and container entry
options available in norFSS zones. Order No. 2472 at 63. The Postal Service responded by
developing a model that showed the Postal Service processes Carrier Route pallets
identically to 5-Digit pallets 37

Finally, the Commission directed the Postal Service to consider whether the new Carrier
Route prices changed the handling of-Bigit pallets38 In response, the Postal Service stated

%1d. at 45; Docket No. R20¥6Ndice at 27.
% FY 2015 ACR at-45; Docket No. R201% Notice at 27.
% FY 2015 ACR at 46; Docket No. R2DMNstice at 27.

* Docket No. RM20156, Order Approving Analytical Principles Used in Periodic Reporting (Proposal Seven), November 25, 20Q&eat 11 (
No. 2839).

% Docket No. RM20158, Order Approving Analytical Principles Used in Periodic Reporting (Proposal Nine), October 1, 2015, at 7 (Order No.
2741).

® Order No. 2741 at-8; seeChairman's Information Request No. 12, February 9, 2016, queitio
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that no operational changes for EDigit pallets haveresulted.3? If mail processing facilities
alter their procedures for 5-Digit pallets in the future, the Postal Service must notify the
Commission, as directed in Order No. 2472.

C. Commissionalysis

In the FY 2015 ACR, the Postal Service does not providey@uantitative analysis of the
impact of leveraging its pricing flexibility to improve the efficiency of Periodicals pricing.
Overall, the price adjustments approved in Docket No. R20¥bwere a first step toward
improving Periodicals pricing efficiency. Rrticularly, introducing the FSS pricing options
improved pricing signals by better aligning those signals with operational reality?

Further, by pricing bundles and pallets based on handling costs, the Postal Service
improved its pricing signals to mailess regarding how to prepare more efficient mailings.
However, additional steps are needed to further improve Periodicals pricing efficiency.
Moreover, the development of more accurate costing information is needed to facilitate the
design of prices that coer costs. Accurate information may also facilitate decreasing costs
and increasing contribution over time. The Commission reiterates its suggestion that the
Postal Service continue to improve the Periodicals model as better data become available.
Order N0.2839 at 11. With time and the study of the processing of FSS pieces, the Postal
Service must develop accurate cost information and should use that information to design
prices that send efficient signals to mailerg!

4EA 01 OOAT 3 A OOE MAdéntiry ifqrmation bk cablie idedeloped o
determine the impact of pricing strategies designed to incentivize increased mailer
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from [sectional center facility (SCF)] pallets to Carrier Route pallets, the Postal Service
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guestion 9.a. The Postal Service further notes that the volume of bundles entered in 5
Digit/Carrier Route pallets increased from 3.729 million in Quarter 4 of FY 2014 to 3.879
million in Quarter 4 of FY 20151d. This information demonstrates that the Postal Service

can develop metrics quantifying the link between changes in pricing signals, changes in
mailer behavior, and changes in Postal Service operations (including the changes in
resulting costs). In this instance, the Postal Service has detailed how it can evaluate the cost
of bundle sorting in light of workload changes and changes in operatiod Developing

more accurate information concerning cost savings resulting from mailer preparation, such
as combining billing determinants data with operational data, can aid the Postal Service in
developing an assessment of how mailer preparation impacts the Postal 8 A A § O
operational costs.

A A
A A1

PwSalkryasSa 2F (KS ! yAlGSR {Grd8a t2adlf {SNBAOS (2 vdSanis 2006 M= cX vy
question 6.b (February 19, 2016, Responses to CHIR No. 12).

0 SeeOrder No. 2472 at 19, 225 (discussing thg LISNI G A2yl f SFFAOASYOASa LINRP2SOGSR G2 NBadzZ G FN
FSS prices and workshare discounts applicable to Periodicals).

! SeeChapter 3infra, for a discussion of how developing accurate costing information and meastimé impact of operational changes can
AYLINR @GS GKS t2adlt { SN seeChapier 6Df2axai a hiplistid dis€@sion §F #alapednbilssReR A O £ & ®

2 seeChapter 3infra, for more detail regarding quantifying the cost savingsulting from operational initiatives.
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strategies is necessary to determine whether Periodicals pricing efficiency improved. It is

important to link the expected cost savings fom mailer worksharing to actual results to

ensure that mail processing models accurately estimate postal operations. As provided in

the FY 2015 Periodicals Pricing Directivanfra, and Chapter 6jnfra, the Commission

provides the Postal Service more timand specific direction to develop a comprehensive

report on the cost savings and contribution impact and to develop the underlying metrics

AOOT AEAOAA xEOE OEA 071 OOAI 3AOOEAAGO AEEI 000

As the Commission has repeatedistated, the Postal Service should design pricing signals
that encourage Carrier Route presortation in nofFSS zone#3 In order to determine if the
Postal Service is doing so, the Commission directs the Postal Service to develop a
comprehensive report on the cost savings and contribution impact of its pricing strategy
and to develop the underlying metrics as required by the FY 2015 Periodicals Pricing
Directive, infra, and Chapter 6.

The Postal Service has accessdcotionableinformation regarding the costs of itsflats
operations#4 The Postal Service should use this data to develop metrics and meaningfully
analyze the cost savings and contribution impact of its pricing strategies on Periodicals. By
isolating processing costs, the Postal Service can compawided costs with the

associated mail preparation discounts to determine whether those discounts are
appropriate. For example, the Postal Service can determine the cost of incoming secondary
sorting for 5-Digit presorted pieces in NORFSS zoneand can ompare those avoided costs
to the associated discount for Carrier Route preparation

The Postal Service shall provide a comprehensive report within 120 days issuance of this

ACDof the cost, contribution, and revenue impact of the pricing changes made by the

Postal Service in FY 2015. The report must include a detailed analysis of progress made in

| AOAOACET C OEA 01 OOAI 3AOOEAARSO pOikdcald C £ AQE
pricing in FY 2015 Specifically, the report must discuss whether th-Digit, Carrier Route,

and FSS workshare discounts are the proper economic incentives and send efficient pricing

signals to mailers The report must identify any obstacles t@roviding the requested
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addressing those obstacles. To the extent that the Postal Service provides an analysis that is
preliminary or otherwise limited, the Postal Sevice should identify those limitations in

order to enable the Commission to determine whether the Postal Service has made

progress and has a rational plan to meaningfully analyze the cost savings and contribution

impact of its pricing strategies on Periottals.

FY 2015 Periodicals Pricing Directive: The Commission finds that the Postal Service failed to
meaningfully address the FY 2014 ACD directive that it repbe cost and contribution

“3SeeFY 203 ACD at 21, FY 2014 ACD at 15.
“4 SeeChapter 6jnfra.
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impact of the worksharing incentives offered forBigit and Carrer Route presortation and
on its progress in improving pricing efficiency. The Commission therefore directs the Postal
Service within 120 daysf issuance of this ACID file a report which:

1 Discusses whether theDigit, Carrier Route, and FSS workshatscounts are the
proper economic incentives and send efficient pricing signals to mailers.
1 Reports the cost, contribution, and revenue impact of the pricing changes made by the
Postal Service in FY 2015.
1 Provides a detailed quantitative analysis of theqgress made ifeveraging the Postal
SAOOEAA8O DPOEAETI C A&l AGeEAEI EOU O1 EI BPOi OA O
1 Identifies any obstacles to providing the requested analysis as well as the Postal

must provide steps it has taken towards overcoming the obstacles identified.

The Commission also directs the Postal Service to include an updated version of the report in
its FY 2016 ACR.

3. Standard Mall

In FY 2015, 24Standard Mail workshare discounts exceeded the avoided costs of the
corresponding mailer workshare activity. Those 24 workshare discounts are contained in
the Letters, Flats, Parcels, Carrier Route, and High Density and Saturation Letters products.

a. Letters

The following seven workshare discounts for Letters exceeded avoided costs in FY 2015:

Automation Mixed automated area distribution center (AADC) Letters
Automation AADC Letters

Non-automation AADC Machinable Letters

Non-automation 3-Digit Non-machinable Letters

Non-automation 5-Digit Non-machinable Letters

Destination network distribution center (DNDC) dropship Letters
Destination sectional center facility (DSCF) dropship Letters

= =42 =4 -8 -8 -9 -9

Each is discussed below. All remaining Letters discounts were less thavoaled costs and
were thus consistent with 39 U.S.C. § 3622(e) in FY 2015. TablkbIshows the discounts
for the Letters product for FY 2015.
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Table 15
Standard Mail Letters (Commercial and Nonprofi)
Workshare Discounts and Benchmarks

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount Avoidance | Passthrough
(Cents) (Cents)
Standard Mail Automation Letters: Barcoding (Cents/Piece)
Automation Mixed AADC Letters
0,
(Non-automation Machinable Mixed ADC Letters) 1.3 0.4 325.0%
Standard Mail Automation Letters: Presorting (Cents/Piece)
Automation AADC Letters (Automation Mixed AADC Letters) 2.1 15 140.0%
Automation 3Digit Letters (Automation AADC Letters) 0.0 0.4 0.0%
Automation 5Digit Letters (Automation-BigitLetters) 1.7 2.6 65.4%
Standard Mail Norautomation Letters: Presorting (Cents/Piece)
Non-automation AADC Machinable Letters
0
(Nonautomation Mixed AADC Machinable Letters) L7 = USSR
Non-automation _ADC l_\lomachlnable Lett.ers 6.9 78 88.5%
(Non-automation MixedADC Nofmachinable Letters)
Non-automation 3Digit Norrmachinable Letters o
(Norrautomation ADC Noemachinable Letters) 2.6 2:3 113.0%
Non-automation 5Digit Norrmachinable Letters o
(Norrautomation 3Digit Norrmachinable Letters) 8.9 72 123.6%
Standard Mail LettersDropship (Cents/Piece)
DNDC Letters (Origin Letters) 3.6 1.6 225.0%
DSCF Letters (Origin Letters) 4.5 2.0 225.0%

Source: Library Reference RRR,ACR2015/4.
(1)  Automation Mixed AADC Letters

The passthrough for Automation Mixed AADC Letters was 325 percent in FY 2015, down
from 800 percent in FY 2014. FY 2015 ACR at 31. This reduction was due to the unit cost
avoidance increasing from 0.1 cent to 0.4 cerfbee idThe Postal Service justifieshis
excessive passthrough pursuant to 39 U.S.C. § 3622(e)(2)(D), asserting that the barcoding
discount encourages mailers to provide an Intelligent Mail barcode (IMb) on their
mailpieces, thereby improving operational efficiencyld. at 32. The Postal Setice states
further that it intends to eliminate the portion of this discount above avoided cost as soon
as practicableld.

*|n FY 2015, all Standard Mail Letters commercial and nonprofit discounts were equal.
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The Commission finds that the Automation Mixed AADC Letters discount was adequately
justified pursuant to 39 U.S.C. § 3622@)(D) in FY 2015 because encouraging mailers to use
IMb should improve operational efficiency.

(2)  Automation AADC Letters, Norautomation AADC
Machinable Letters, and Norautomation 3-Digit Non-
machinable Letters.

In FY 2015, Automation AADC Letters, Neautomation AADC Machinable Letters, and Nen
automation 3-Digit Non-machinable Letters had passthroughs of 140.0 percent, 106.3
percent, and 113.0 percent, respectivelyd. at 32-33. The Postal Service does not cite a
statutory exception to justify the excessie passthroughs for Automation AADC Letters and
Non-automation AADC Machinable LettersSee idThe Postal Service states that it intends

to eliminate the portion of these discounts that exceed avoided costs in future Market
Dominant price adjustments.Id. at 32. The Postal Service also does not cite a statutory
exception to justify the excessive Norautomation 3-Digit Non-machinable Letters
passthrough. It states that when the exigent surcharge is removed, the discount is less than
its avoided cost.d. at 33.

The Commission finds that these three discounts were not in compliance in FY 2015. The
Postal Service must either align the Automation AADC Letters and-Alslomation AADC
Machinable Letters discounts with avoided costs during the next general Mala@ahinant

price adjustment, or provide support for an applicable statutory exception. The removal of the
exigent surcharge in FY 2016 aligns the excessive-Botomation 3-Digit Non-machinable
Letters discount with avoided cost; therefore, no further acties required.

3) Non-automation 5-Digit Non-machinableLetters

Non-automation 5-Digit Non-machinable Letters had a passthrough of 123.6 percent in

FY 2015, down from 143.1 percent in FY 2014d. at 33. The Postal Service reduced the
discount from 9.3 centsin FY 2014 to 8.9 cents in FY 2015. The unit cost avoidance
increased from 6.5 cents in FY 2014 to 7.2 cents in FY 201&.The Postal Service justifies
this excessive passthrough pursuant to 39 U.S.C3622(e)(2)(B). Id. It states that aligning
this discount with the avoided cost would result in a price increase as large as 5.2 percent,
which could cause rate shock to mailerdd. The Postal Service intends to continue reducing
the discount until the passthrough reaches 100 percenld.

The Public Repraentative contends that this discount would only require a $ercent
increase to align with its avoided cost, which he asserts is a small enough change that it
would not likely result in rate shock. PR Comments at 48. Therefore, he recommends that
the discount be found out of compliance and corrective action be orderett.

The Public Representative is correct that a 3 percent increase for the commercial price
would align this discount with avoided cost. However, the resulting price increase for the
nonprofit discount would be 5.2 percent as stated by the Postal Service. The Postal Service
has shown that it is progressing towards a 100 percent passthrough, decreasing the
discount from 9.3 cents to 8.9 cents in FY 2015.
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The Commission finds that the Postaérvice has taken adequate steps in reducing this
excessive passthrough in FY 2015, and that this discount continued to be adequately justified
pursuant to 39 U.S.C.322(e)(2)(B) in FY 2015. In the next Market Dominant price
adjustment, the Postal Sers# should continue to reduce this excessive discount.

(4) DNDC and DSCPBropship Discounts

The passthroughs for DNDC dropship and DSCF dropship were both 225 percent. FY 2015
ACR at 33. The Postal Service justifies these excessive discounts pursuant to 3€CU.S.
83622(e)(2)(B). Id. at 33-34. It states that aligning these discounts with avoided costs
results in a price increases as large as 27.1 perceht. at 33. The Postal Service intends to
continue reducing the discounts until the passthroughs reach 100 peent. Id. at 3334.

The Commission finds that a substantial reduction in the passthrough percentages would

likely adversely affect users. Thus, the Commission finds that these discounts were adequately
justified pursuant to 39 U.S.C3822(e)(2)(B) in FY 2015. However, if the discounts are not

set at avoided costs in the next general Market Dominant price adjustment, the Commission
expects the Postal Service to file a plan to align discounts with avoided costs.

b. Flats

Six workshare discounts for Flats ex®@eded avoided costs in FY 2015:

Automation Mixed area distribution center (ADC) Flats
Automation flats sequencing system (FSS) NeBcheme Flats
Automation FSS Scheme Flats

Non-automation ADC Flats

Non-automation 3-Digit Flats

Non-automation FSS NofSchemeFlats

= =4 =4 -4 -8 -9

Each is discussed below. All remaining Flats discounts were less than avoided costs and
thus were consistent with 39 U.S.C. § 3622(e). Table@Ishows the discounts for the Flats
product for FY 2015.
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Table 116
Standard Mail Flats (Commercial driNonprofit
Workshare Discounts and Benchmarks

)46

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount | Avoidance | Passthrough
(Cents) (Cents)
Standard Mail Automation Flats: Barcoding (Cents/Piece)
Automation Mixed ADC Flagslon-automation Mixed AADC Flats) ‘ 4.1 ‘ 15 ‘ 273.3%
Standard Mail Automation Flats: Presorting (Cents/Piece)
Automation ADC Flats (Automation Mixed ADC Flats) 3.3 7.4 44.6%
Automation 3Digit Flats (Automation ADC Flats) 5.7 6.8 83.8%
Automation 5Digit Flats (Automation Digit Flats) 8.7 10.8 80.6%
Automation FSS Nescheme Flats (AutomationBigit Flats) 13.3 8.2 162.2%
Automation FSS Scheme Flats (Automation FSSShloame Flats) 3.3 0.9 366.7%
Standard Mail Norautomation Flats: PresortingCents/Piece)
Nonautomation ADC Flats (Neautomation Mixed ADC Flats) 4.8 3.7 129.7%
Non-automation 3Digit Flats (Norautomation ADC Flats) 5.2 5.4 101.9%
Non-automation 5Digit Flats (Norautomation 3Digit Flats) 6.3 8.1 77.8%
Non-automation FS8lonscheme Flats (Neautomation 3Digit 8.0 48 166.7%
Flats)
Nonrautomation FSS Scheme Flats (Momomation FSS Nen 04 11 36.4%
scheme Flats)
Standard Mail FlatsDropship”’ (Cents/Pound)
DNDC Flats (Origin Flats) 16.6 24.4 68.0%
DSCF Flats (Oridhats) 21.6 28.3 76.3%

Source: Library Reference RRR,ACR2015/4.

(2) Automation Mixed ADC Flats

The passthrough for Automation Mixed ADC Flats was 273.3 percent in FY 208
response to a CHIR, the Postal Service justifies this excessive passthrough pursuant to 39
U.S.C. 8§ 3622(e)(2)(D). Responses to CHIR No. 14, question 10.e.

“®|n FY 2015, all Standard Mail Flats commercial and nonprofit discounts were equal.

47 All Standard Mail Flats FSS Scheme and FSSddeme dropship discounts, avoided costs and passthroughs are preserRRICLR,
ACR2015.

“8 SeeResponsesf the UnitedStates Postal Service to Questionmp 2 F / KFANXY I Yy Q& LY F2NNF (A 2 yuestioB |j dz8& G b 2«
10.e(Responses to CHIR No..14)
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The Commission finds that the Automation Mixed ADC Flats discount was adequately justified
pursuant to 39 U.S.C. 8 3622(e)(2)(D) in FY 2015 because encouraging mailers to use IMb
should improve operational efficiency.

(2)  Automation FSS NofScheme Flats, Automation FSS
Scheme Flats, and Neautomation FSS NofScheme
Flats

The passthroughs for AutomationFSS NorScheme Flats, Automation FSS Scheme Flats,
and Nonautomation FSS NofScheme Flats were 162.2 percent, 366.7 percent, and 166.7
percent, respectively. FY 2015 ACR at 34, 35. These discounts were first introduced in
Docket No. R20154 as part of theworksharing initiative to move FSS Flats into a distinct
price category.ld. at 34. The Postal Service justifies these excessive passthroughs pursuant
to 39 U.S.C. 8§ 3622(e)(2)(A)d. at 34, 35.

The Public Representative agrees that these excessive paissughs are justified pursuant
to 39 U.S.C. § 3622(e)(2)(A), but urges the Commission to require the Postal Service to
formulate a plan to bring the passthroughs into compliance. PR Comments at 49.

The Commission finds these three discounts were adeduatstified pursuant to 39 U.S.C. §
3622(e)(2)(A) in FY 2015 because the discounts were new in FY 2015. However, if the
discounts are not set at avoided costs in the next general Market Dominant price adjustment,
the Commission expects the Postal Servicéle a plan to align discounts with avoided costs
contemporaneously.

3) Non-automation ADC Flats and Nomutomation 3-Digit
Flats

In FY 2015, Norautomation ADC Flats and Nomautomation 3-Digit Flats had passthroughs
of 129.7 percent and 101.9 percent, rggectively. FY 2015 ACR at 35. The Postal Service
does not cite a statutory exception to justify the excessive Neauutomation ADC Flats
passthrough because when the exigent surcharge is removed, the discount is less than its
avoided cost.ld. Therefore, theportion of the discount that exceeds avoided cost will be
eliminated upon removal of the exigent surcharge. The Postal Service did not provide a
statutory exception for excessive passthroughs in Neautomation 3-Digit Flats.ld. The
passthrough decreasedrom 114.9 percent in FY 2014 to 101.9 percent in FY 201kl. The
Postal Service maintains that it intends to eliminate the portion of this discount that
exceeds avoided cost in future Market Dominant price adjustmentkd.

The Commission finds that theswo discounts were not in compliance in FY 2015. The
removal of the exigent surcharge in FY 2016 aligns the Martomation ADC Flatsliscount
with avoided cost; therefore, no further action is required. The Postal Service must either
align the Nornrautomation 3-Digit Flats discount with avoided cost during the next general
Market Dominant price adjustment or provide support for an applicable statutory exception.
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C. Parcels

Seven workshare discounts for Parcels exceeded avoided costs in FY 2015

Nonprofit network distribution center (NDC) Irregular Parcels
Nonprofit NDC Machinable Parcels

NDC Marketing Parcels

Sectional center facility (SCF) Marketing Parcels

Nonprofit Mixed NDC Machinable Barcoded Parcels
Nonprofit Mixed NDC Irregular Barcoded Parcels

Mixed NDC Barcoded Marketing Parcels

=4 =4 =48 -4 -8 _5_9

Each is discussed below. All remaining Parcels discounts were less than avoided costs and
thus were consistent with 39 U.S.C. § 3622(e). Table7land Table I#8 shows the discounts
for the Parcel product for FY 2015.
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Table 1+7

Standard Mail Parcels (Commercial and Nonprdfit)

Presort and Barcode Workshare Discounts and Benchmarks

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount Avoidance | Passthrough
(Cents) (Cents)
Nonprofit Standard MailParcels: Presorting (Cents/Piece)
NDC Machinable Parcels (Mixed NDC Machinable Parcels) 41.1 39.6 103.8%
5-Digit Machinable Parcels (NDC Machinable Parcels) 29.5 58.4 50.5%
NDC Irregular Parcels (Mixed NDC Irregular Parcels) 32.4 20.2 160.4%
SCHrregular Parcels (NDC Irregular Parcels) 38.1 43.8 87.0%
5-Digit Irregular Parcels (SCF Irregular Parcels) 11.5 58.0 19.8%
Nonprofit Standard Mail Parcels: Barcoding (Cents/Piete)
Mixed NDC Machinable Barcoded Parcels
0
(Mixed NDC Machinabon-barcoded Parcels) e e L
Mixed NDC Irregular Barcoded Parcels o
(Mixed NDC Irregular Nemarcoded Parcels) 6.4 3.8 168.4%
Standard Marketing Parcels: Presorting (Cents/Piece)
NDC Marketing Parcels (Mixed NDC Marketing Parcels) 39.2 29.0 135.2%
SCF Marketing Parcels (NDC Marketing Parcels) 32.7 29.8 109.7%
5-Digit Marketing Parcels (SCF Marketing Parcels) 13.2 59.8 22.1%
Standard Marketing Parcels: Barcoding (Cents/Piéce)
Mixed NDC Barcoded Marketing Parcels 6.4 38 168.4%

(Mixed NDC NobarcodedMarketing Parcels)

#The Postal Service charges a surcharge forrasooded pieces.
Source: Library Reference RRR,ACR2015/4.

*|n FY 2015, all Standard Mail Parcels commercial and nonprofit discounts were equal. However,

Parcel prices are only offered to Nonprofit mailers.

machinable and irreguiaMatanda
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Table 118
Standard Mail Parcels (Commercial and Nonprofit)

Dropship Workshare Discounts and Benchmarks

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount Avoidance | Passthrough
(Cents) (Cents)
Nonprofit Standard Mail Machinable Parcels: Dropship (Cents/Pound)
DNDC Machinable Parcels (Origin Machinable Parcels) 25.3 83.2 30.4%
DSCmMachinable Parcels (Origin Machinable Parcels) 52.5 97.5 53.8%
DDU Machinable Parcels (Origin Machinable Parcels) 72.8 113.1 64.4%
Standard Mail Marketing Parcels: Dropship (Cents/Pound)
DNDC Marketing Parcels (Origin Marketing Parcels) 25.3 83.2 30.4%
DSCF Marketing Parcels (Origin Marketing Parcels) 52.5 97.5 53.8%
DDU Marketing Parcels (Origin Marketing Parcels) 72.8 113.1 64.4%
Nonprofit Standard Mail Irregular Parcels: Dropship (Cents/Pound)
DNDC Irregular Parcels (Origin Irregular Parcels) 25.3 83.2 30.4%
DSCEF Irregular Parcels (Origin Irregular Parcels) 52.5 97.5 53.8%
DDU Irregular Parcels (Origin Irregular Parcels) 72.8 113.1 64.4%

Source: Library Reference RRR,ACR2015/4.

() Nonprofit NDC Irregular Parcels and NDC Marketing
Parcels

In FY 2015, Nonprofit NDC Irregular Parcels and NDC Marketing Parcels had passthroughs
of 160.4 percent and 135.2 percent, respectively. FY 2015 ACR at 36, 37. The Postal Service
justifies these excessive passthroughs pursuant to 39 U.S.C. § 3622(e)(2)(B)at 37. It

states that Standard Mail Parcels received 1fercent price increases in Docket No. R2015

4, and further price increases to align discounts with lower cost avoidances could result in
rate shock.ld. However, it does not explain how the pricencreases necessary to reduce

both passthroughs would adversely affect users. The Postal Service states that it intends to
continue reducing the discounts in future Market Dominant price adjustmentsd.

OAT EA 2ADPOAOGAT OA Qui®NA price OHard ieceSsanitdcoreeet O Y
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ADPDI U880 0492. He¢ redorhnfend®tbat thedPostalService provide a

plan to phase the excessive discount owver time. Id. at 49.
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The Commission concludes that a substantial reduction in the passthrough percentage would
likely adversely affect users. Thus, the Commission finds that these discounts are adequately
justified pursuant to 39 U.S.C. § 3622(e)(2)(B)FY 2015. In the next Market Dominant price
adjustment, the Postal Service should reduce this excessive discount.

(2) Nonprofit NDC Machinable Parcels and SCF Marketing
Parcels

In FY 2015, the passthroughs foNonprofit NDC Machinable Parcels and SCF Markwegi
Parcels were 103.8 percent and 109.7 percent, respectively. FY 2015 ACR at 36, 37. The
Postal Service does not provide any statutory justifications for the excessive discounts.
Instead, it states that it will either fix the discounts in the next marketdlominant price
adjustment or cite a statutory exceptionld.

The Commission finds that these two discounts were not in compliance in FY 2015. The Postal
Service must either align these discounts with avoided costs during the next general Market
Dominant grice adjustment, or provide support for an applicable statutory exception.

3 Nonprofit Mixed NDC Machinable Barcoded Parcels,
Nonprofit Mixed NDC Irregular Barcoded Parcels, and
Mixed NDC Barcoded Marketing Parcels

Nonprofit Mixed NDC Machinable Barcoded Parcels, Nonprofit Mixed NDC Irregular
Barcoded Parcels, and Mixed NDC Barcoded Marketing Parcels each had passthroughs of
168.4 percent in FY 2015ld. at 38. The Postal Service justifies these excessive
passthroughs pursuant to 39 U.S.C. 8§ 3622(e)(2)(D), stating that it has been sending a
strong signal to mailers through the norbarcoded surcharge to develop a fully barcoded
parcels mailstream.Id.

The Public Representative agrees that these excessive passthroughs justified pursuant
to 39 U.S.C. § 3622(e)(2)(D), but recommends the Commission require the Postal Service to
bring the passthroughs into compliance. PR Comments at 49.

The Commission finds that these three discounts were adequately justified purgaant
39U.S.C. 8§ 3622(e)(2)(D) because having a fully barcoded mailstream would increase
operational efficiency. However, if the discounts are not set at avoided costs in the next
general Market Dominant price adjustment, the Commission expects the Postaic8do file
a plan to align discounts with avoided costs contemporaneously.

d. Carrier Route
Two workshare discounts for Carrier Route letters exceeded avoided costs in FY:

1 Destination network distribution center (DNDC) dropship Letters
1 Destination sectioral center facility (DSCF) dropship Letters
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Each is discussed below. All remaining Carrier Route discounts were less than avoided
costs and thus were in compliance with 39 U.S.C. § 3622(e). Tabl® Bhows the discounts

for the Carrier Route product for FY 2015.

Table #9

Standard Mail Carrier Route (Commercial and Nonprofit)
Dropship and Presort Discounts and Benchmarks

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount | Avoidance | Passthrough
(Cents) (Cents)
Standard Mail CarrieRoute Letters: Dropship (cents/piece)
DNDC Letters (Origin Letters) 3.3 1.6 206.3%
DSCF Letters (Origin Letters) 4.4 2.0 220.0%
Standard Mail Carrier Route Flats: Dropship (cents/pound)
DNDC Flats (Origin Flats) 16.8 24.4 68.9%
DSCF Flats (Oridthats) 21.8 28.3 77.0%
DDU Flats (Origin Flats) 26.3 33.1 79.5%
Standard Mail Carrier Route Flats: Presorting (cents/piece)
Origin Flats on-Bigit Pallets (Other Origin Flats) 0.5 3.3 15.2%
DNDC Flats on-Bigit Pallets (Other DNDC Flats) 0.5 3.3 15.2%
DSCF Flats on@igit Pallets (Other DSCF Flats) 0.5 3.3 15.2%
DDU Flats on-bigit Pallets (Other DDU Flats) 0.5 3.3 15.2%
Standard Mail Carrier Route Flats: Dropship (cents/pound)
DNDC Flats on-Bigit Pallets (Origin Flats) 16.8 24.4 68.9%
DSCF Flats on@igit Pallets (Origin Flats) 21.8 28.3 77.0%
DDU Flats on-Bigit Pallets (Origin Flats) 26.3 33.1 79.5%

Source: Library Reference RRR,ACR2015/4.

In FY 2015, passthroughs for DNDC dropship Letters and DSCF dropship Letters were
206.3 percent and 220.0 percent, respectively. FY 2015 ACR at 38, 39. The Postal Service
explains that these excessive passthroughs are due to an unexpected decrease in tist ¢
avoidances. The Postal Service does not provide a statutory exception for these excessive
discounts, but states that it will either fix the discounts at the time of the next Market

Dominant price adjustment or cite a statutory exception at that timeld. at 38-39.

The Commission finds that these two discounts were not in compliance in FY 2015. The Postal
Service must either align these discounts with avoided costs during the next general Market

Dominant price adjustment or provide support for an appéible statutory exception.
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e. HighDensityand Saturation Letters

Two workshare discounts for High Density and Saturation Letters exceeded avoided costs
in FY 2015:

1 Destination network distribution center (DNDC) dropship Letters
1 Destination sectional center &cility (DSCF) dropship Letters

Each is discussed below. All remaining High Density and Saturation Letters discounts were
less than avoided costs and thus were consistent with 39 U.S.C. § 3622(e). Tabl®lI
shows the discounts for the Parcel product foFY 2015.

Table 1110
Standard Mail High Density and Saturation Letters (Commercial and Nonprofit)
Dropship and Presort Discounts and Benchmarks

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount | Avoidance | Passthrough
(Cents) (Cents)
Standard Mail High Density Letters: Presort (cents/piece)
High Density Letters (Carrier Route) 8.5 32.0 26.6%
Standard Mail High Density Letters: Dropship (cents/piece)
DNDC Letters (Origin Letters) 3.3 1.6 206.3%
DSCF Letters (Origin Letters) 4.5 2.0 225.0%

Source: Library Reference RRR,ACR2015/4.

In FY 2015, passthroughs for DNDC dropship Letters and DSCF dropship Letters were
206.3 percent and 225.0 percent, respectively. FY 2015 ACR at 39, Bite Postal Service
explains that these excessive passthroughs are due to an unexpected decrease in the cost
avoidancesld. The Postal Service does not provide a statutory exception for these
excessive discounts, but states that it will either fix the dunts at the time of the next
Market Dominant price adjustment or cite a statutory exception at that timdd. at 38-39.

The Commission finds that these two discounts were not in compliance in FY 2015. The Postal

Service must either align these discounti#th avoided costs during the next general Market
Dominant price adjustment or provide support for an applicable statutory exception.

4. Packageservices

Three Package Services products offered workshare discounts in FY 2015: Media
Mail/Library Mail, Bound Printed Matter (BPM) Flats, and BPM Parcels. Nine Package

®|n FY 2015, aBtandard Mail Flats commercial and nonprofit distsuvere equal.
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Services workshare discounts exceeded the avoided costs of the corresponding mailer

worksharing activity.

a. MediaMail/LibraryMail

Four discounts were offered for Media Mail/Library Mail in FY 2015. Wo workshare
discounts for Media Mail/Library Mail exceeded avoided costs in FY 2015:

1 Media Mail Basic presorting
1 Library Mail Basic presorting

All remaining Media Mail/Library Mail discounts did not exceed their respective avoided
costs, and were in corpliance with 39 U.S.C. § 3622(e) in FY 2015. Tablelll shows the
FY 2015 discounts, avoided costs, and passthroughs for this product.

Table #11

Media Mail/Library Mail

Workshare Discounts and Benchmarks

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount Avoidance | Passthrough
(cents) (cents)
Media Mail: Presorting (Cents/Piece)
Basic (SingiPiece) 27.0 215 125.6%
5-Digit (Basic) 57.0 125.2 45.5%
Library Mail: Presorting (Cents/Piece)
Basic (SingPiece) 26.0 215 120.9%
5-Digit (Basic) 54.0 125.2 43.1%

#The calculated passthroughs are based on rounded unit avoided costs.
Source: Library Reference RRR,ACR2015/6.

The Basic presort discount for both the Media Mail/Library Mail categories exceeded
avoided costs in FY 2015. The passthroughs were 125.6 percent and 120.9 percent,
respectively. FY 2015 ACR at 48. The Postal Service justifies the FY 2015 passthroughs
pursuant to section 3622(e)(2)(C) because Media Mail/Library Mail consists of mail matter
with ECSI valueld. The Postal Service explains that it plans to move the discounts toward
their avoided costs over time, while avoiding any drastic changes that could cause rate

shock.ld.

The Commission concludes that the Media Mail/Library Mail Basic presort discountgwer
justified pursuant to 39 U.S.C. § 3622(e)(2)(C) because the product qualifies for the ECSI

exemption.
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b. Bound Printed MatteFlatsand Bound Printed Matter
Parcels

In FY 2015, 14 discounts were offered for BPM Flats and 12 discounts were offered for
BPM Pacels. The following seven workshare discounts for BPM Flats and BPM Parcels
exceeded avoided costs in FY 2015:

BPM Flats destination network distribution center (DNDC) dropship
BPM Flats destination sectional center facility (DSCF) dropship
BPM Flats Desnation Flats Sequencing System (DFSS) dropship
BPM Flats destination delivery unit (DDU) dropship

BPM Parcels DNDC dropship

BPM Parcels DSCF dropship

BPM Parcels DDU dropship

=4 =4 =4 -8 -8 -8 19

All remaining BPM Flats and BPM Parcels discounts did not exceed theispective avoided
costs and were in compliance with 39 U.S.C. § 3622(e) in FY 2015. Table2land Table I}
13 show the FY 2015 discounts, avoided costs, and passthroughs for the BPM Flats and
BPM Parcel products in FY 2015.
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Table 412

Bound PrintedMatter Flats
Workshare Discounts and Benchmarks

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount Avoidance Passthrough
(cents) (cents)

Presorting (Cents/Piec8)
Basic Flats (SingRiece Flats) 45.7 SeeNoteb N/A
FSS FlatSinglePiece Flats) 45.9 SeeNoteb N/A
Carrier Route Flats (Basic Flats) 13.7 14.8 92.6%

Presorting (Cents/Piec@:) Basic, Carrier Route Flats (Sindteece Flats)
Zones 1&2 4.9 SeeNoteb N/A
Zone 3 7.1 SeeNoteb N/A
Zone 4 5.8 SeeNoteb N/A
Zone 5 6.3 SeeNoteb N/A
Zone 6 7.1 SeeNoteb N/A
Zone 7 6.8 SeeNoteb N/A
Zone 8 7.0 SeeNoteb N/A

Dropship (Cents/Piece)
Basic, Carrier Route DNDC Flats (Basic Origin Flats) 11.6 104 111.5%
Basic, Carrier Route DSCF Flats (Basic Origin Flats) 60.8 54.9 110.7%
Basic, DFSS Flats (Basic Origin Flats) 61.6 54.9 112.2%
Basic, Carrier Route DDU Flats (Basic Origin Flats) 78.0 69.8 111.7%

The calculated passthroughs are based on rounded unit avoided costs.

®The BPM cost model does not estimate cost differences between Stiwe and presorted BPM. Singfliece BPM is a residual category wi

low volume and adequate data are not available. Previously, rate differences betweenMgwgeand presorted BPMere based on an
assumption that unit mail processing costs for SifRjlece BPM were twice that of presorted BP3éeDocket No. R2006, USPS-38, at 8.

Source: Library Reference RRR,ACR2015/6.
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Table 413

Bound Printed Matter Parcels

WorkshareDiscounts and Benchmarks

FY 2015
Type of Worksharing YearEnd Unit Cost
(Benchmark) Discount Avoidance | Passthrough
(Cents) (Cents)
Presorting (Cents/Piec@)
Basic Parcels (Singheece Parcels) 79.4 SeeNoteb N/A
Carrier Route Parcels (BaBiarcels) 11.9 14.8 80.4%
Presorting (Cents/PounG) Basic, Carrier Route Parcels (Singlece Parcels)
Zones 1&2 6.1 SeeNoteb N/A
Zone 3 6.4 SeeNoteb N/A
Zone 4 5.6 SeeNoteb N/A
Zone 5 6.1 SeeNoteb N/A
Zone 6 6.4 SeeNoteb N/A
Zone 7 4.0 SeeNoteb N/A
Zone 8 4.2 SeeNoteb N/A
Dropship (Cents/Piece)
Basic, Carrier Route DNDC Parcels (Basic Origin Parc 11.6 104 111.5%
Basic, Carrier Route DSCF Parcels (Basic Origin Parce 63.2 54.9 115.1%
Basic, Carrier Route DDU Parcels (Basgin Parcels) 80.9 69.8 115.9%

#The calculated passthroughs are based on rounded unit avoided costs.

®The BPM cost model does not estimate cost differences between Stigge and presorted BPM. Singliece BPM is a residual category wi
low volume and adequate data are not available. Previously, rate differences betweenMgwgeand presorted BPMere based on an
assumption that unit mail processing costs for siFgjiece BPM were twice that of presorted BP8&eDocket No. R2066, USPS-38, August

10, 2006, at 8.
Source: Library Reference RRR,ACR2015/6.

All seven of the dropshipping discounts for BPM Flats and BPM Parcels exceeded the
corresponding avoided costs. Both the DNDC dropship discount for BPM Flats and the

DNDC dropship discount for BPM Parcels had a passthrough of 111.5 percent. FY 2015 ACR

at 48. In Docket No. R2015, the Postal Service set the DNDC dropship discounts for BPM
Flats and BPM Parcels equal to their respective avoided costddowever, those discounts
were set using FY 2014 avoided cost data. Since the Docket No. R28J & oceeding the
avoided costs have decreased, resulting in passthrougbseater than 100 percent for

FY2015.

*> SeeDocket No. R2018, Library Reference PRER2015n K MM S a | &

TS Hn-fiPatkagd BMNDA OBRE S 2ANF KM NA Y T P OE

shows that the DNDC dropship discount and unit avoided costs were 11.6 cents for both BPM Fl&s drat¢els.
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The Postal Service states it intends to align the discounts with their avoided costs in its
next Market Dominant price adjustment. FY 2015 ACR at 49.

The DSCF dropship discounts for BPM Flats and BPM Parcels also exceeded avoided costs
in FY 2015. The passthroughs for BPM Flats and BPM Parcels were 110.7 percent and 115.1
percent, respectively.d. In Docket No. R20154, the Postal Service set the DSCF dsipp
discounts for BPM Flats equal to its respective avoided costs and for BPM Parcels slightly
above avoided cost$? However, those discounts were set using FY 2014 avoided costs

data. Since the Docket No. R2014 proceeding, the avoided costs decreasesulting in
passthroughs greater than 100 percent for FY 2015.

The Postal Service states it intends to align the discounts with their avoided costs in its
next Market Dominant price adjustment. FY 2015 ACR at 49.

The DFSS dropship discount for BPM Flagxceeded avoided cost in FY 2015 with a

passthrough of 112.2 percentld. at 50. In Docket No. R2015}, the Postal Service set this

discount at 101.7 percent, asserting this was necessary to maintain a consistent

relationship between the price cells so miders in non-FSS zones would not experience a
AOOOEAO OAOA ET AOAAOA xEEI A OOEI1T ET AAT OEOEUE
OEA $&33 j xEEAE EO | £ AAT 1 is8iHEWeveAthdt disgeird O1 OEA
was set using FY 2014 avoerd cost data. Since the Docket No. R20#5roceeding, the

avoided cost of DSCF dropship discount for BPM Flats decreased, resulting in passthroughs

greater than 100 percent for DFSS in FY 2015.

The Postal Service states it intends to align the discount with the avoided cost in its next
Market Dominant price adjustment. FY 2015 ACR at 50.

The DDU dropship discount for BPM Flats and BPM Parcels exceeded unit avoided costs in
FY 2015. The passthroghs for BPM Flats and BPM Parcels were 111.7 percent and 115.9
percent, respectively.ld. In Docket No. R201%4, the Postal Service set the DDU dropship
discounts for BPM Flats equal to its respective avoided costs and for BPM Parcels slightly
above avoidal costs®* However, those discounts were set using FY 2014 avoided costs
data. Since the Docket No. R201% proceeding, the avoided costs decreased, resulting in FY
2015 passthroughs that exceeded 100 percent.

The Postal Service states it intends to aligime discounts with their avoided costs in its
next Market Dominant price adjustment. FY 2015 ACR at 50.

%2 SeeDocket No. R2018, PRARR2015n k MM 9 EOSH tFAGIS BSwH{nONIDIA OSa 2 2N] &KE NAYIQYPEf AESE &
discount and avoided costs for BPM Flats and BPM Parcels were 58.3 and 60.6 cents, respgedidely.cats were 58.3 cents for each
product.

%% Docket No. R20148, Response of the United States Postal Service to Questipns 2 F  / KF ANXF yQa LYy FT2N¥IGA2y wSljd:
2015, question 5.c.

% SeeDocket No. R2018, PRARR2015n Kk MM X 9 E OBt tFIAG1SH BSWH{NANIIA OS& 2 2N) &KF NARYyIQYPEf AEZE 6
discount and avoided costs for BPM Flats and BPM Parcels were 75.1 cents and 78.3, respeaidely.costs were 75.1 cents for each
product.
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The Public Representative notes that the Postal Service does not offer a statutory
exemption to justify the BPM products with passthroughs greater that00 percent and
suggests that the Commission find those passthroughs out of compliance. PR Comments at
50. He recommends that the Postal Service be required to correct these deficient
passthroughs prior to the reversal of the exigent surcharged.

The Conmission finds that these seven discounts are not in compliance in FY Zb&5Postal
Service must either align these discounts with avoided costs during the next general Market
Dominant price adjustment or provide support for an applicable statutory egtien.

D. Preferred RateRequirements

Section 3626 of Title 39 of the U.S.C. identifies preferred rate requirements applicable to
Periodicals, Standard Mail, and Package Services prices.

Periodicals is a preferred class of mail and receives several statutadiscounts in section
3626, such as a fpercent discount for nonprofit and classroom publications. In Docket No.
R2015-4, prices for Periodicals were set to be consistent with statutory preferences for
mail in that class. Order No. 2472 at 567.

Section3626(a)(6) of Title 39 requires nonprofit prices in Standard Mail to be set in

OA1 AGETT O1T OEAEO Aiii AOAEAI Al O1 OAOPAOOO
Docket No. R20154, nonprofit prices were set to yield average pepiece revenues of 62
percent of commercial perpiece revenues at the class levdd. at 44. The Commission
calculates that the actual peipiece revenue from Standard Mail nonprofit pieces was 59.0
percent in FY 2015. Changes in the mix of mail after price changes makaeifticult to

precisely attain the 60 percent relationship required by law.

One preferred rate requirement applies to Media Mail/Library Mail, a product in Package
Services: Section 3626(a)(7) of Title 39 requires Library Mail prices to be set at 95 percent
of Media Mail prices. Docket No. R2015 set these prices accordinglyid. at 61.

The Commission finds that prices in FY 2015 were in compliance with all of the preferred rate
requirements identified in 39 U.S.C. § 3626.
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CHAPTER BtARKET DOMINANT
PRODOGTSOTHER RATE AND FEE
COMPLIANABSUES

A. Introduction

Commenters raise other rate and fee compliance issues, most of which relate to the
objectives and factors established by 39 U.S.C. § 3633 and to the policies of Title 39 of the
United States Code. Thesissues include noncompensatory products, negotiated service
agreements (NSASs}® and pricing issues related to differences in cost coverage.

This chapter begins with an analysis of noncompensatory products organized by class. It
also includes a discussin of matters relating to NSAs, and other pricing issues. Issues
specific to flatshaped mailpieces (flats), which includes Standard Mail Flats and
Periodicals, are areas of concern for several commenters and are discussed in Chapter 6.

B. NoncompensatoryProducts

1. Periodcals

a. FY 201%inanciaResults

The cost coverage for Periodicals decreased slightly from FY 2014 to FY 2015, from 76.2
percent to 75.6 percent. FY 2015 ACR at 42. Since the enactment of the PAEA, Periodicals
cost coverage has declined fro83.0 percent. As Table IHL illustrates, this low cost
coverage has resulted in cumulative negative contributio of almost $5 billion since

FY2007.

*>NSAs are written contracts betwearmailer and the Postal Service, effective for a defined period of time, that provide for +saedeific
rates, fees, or terms of service according to teatract. 39 C.F.R. 8§ 3001.5{rhe mailer often receives discounts (rebates) designed to
encoura@ higher mail volumes and contributisn
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Table 1141
Periodicals Cost Coverage, FY 2€BY 2015 ($ Millions)

Source: Library Reference RRR,ACR2015/5.

Unit revenue for the Periodicals class as a whole increased from 26.9 cents in FY 2014 to
27.2 cents in FY 2015. FY 2015 ACR at 43. However, unit cost also increased from 35.3
cents to 36.0 cents during the same periodid. Because the increase in unit cosutpaced
the increase in unit revenue in FY 2015, unit contribution declined in FY 201&l. Table IlI-
2 details the unit cost, revenue, and contribution for Periodicals during the PAEA era.

Periodicals Unit Cost, Revenue, and Contributiéty, 200ZFY 2015

Table 1142

Fiscal Yean Volume | Revenue| Cost | Cast Coverage| Contribution
2007 8,795 $2,188 | $2,636 83.01% -$448
2008 8,605 $2,295 | $2,732 84.00% -$437
2009 7,953 $2,038 | $2,680 76.04% -$642
2010 7,269 | $1,879 | $2,490 75.46% $611
2011 7.077 | $1.821 | $2,430|  74.94% $609
2012 6,741 | $1,732 | $2,402 72.10% -$670
2013 6,359 | $1,658 | $2,179 76.10% -$521
2014 6,045 | $1,625 | $2,134 76.16% $509
2015 5,838 | $1,589 | $2,101 75.64% -$512

-$4,959

Fiscal Yearl Unit Cost| Unit Revenue| Unit Contribution
2007 $0.2997 $0.2488 -$0.0509
2008 $0.3175 $0.2667 -$0.0508
2009 $0.3370 $0.2563 -$0.0807
2010 $0.3425 $0.2585 -$0.0841
2011 $0.3434 $0.2573 -$0.0860
2012 $0.3562 $0.2568 -$0.0994
2013 $0.3427 $0.2608 -$0.0819
2014 $0.3531 $0.2689 -$0.0842
2015 $0.3599 $0.2722 -$0.0877

Source: Library Reference RRRACR2015/5.
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unit cost increasing faster than unit revenue, is insufficientd. at 35-36. Although

Periodicals volume has declined every year since FY 2007, he notes thathie last 3 years,

Periodicals revenue did not decrease as sharply as Periodicals volune.at 35.He

OOCCAOOO OEAO OOEA o1 OOAT 3AOOEAA 888 bDPOI OEAA
T ACAOEOAT U AEEAAO OEAdaaFOET AEAAI O AT OO Al OAOA

(2) Commission Analysis of FY 2015 Financial Results

Since FY 2007, Periodicals volume declined 33.6 percent, revenue declined 27.4 percent,
cost declined 20.3 percent, and the Periodicals class accumulated negative contribution of

$5 billion. Increasing unitAT OO0 AT T OOEAOOAA O1T O0OAOET AEAAI 06 E
#1 1 OEOOAT O xEOE OEA 0OAI EA 2APOAOCAT OAOEOGAGO i
volume declined 13.4 percent, revenue declined 8.2 percent, and cost declined 12.5

percent. The exigent surchrge, which went into effect on January 26, 201%,improved the

revenue generated during part of FY 2014 and all of FY 2015. The increase in average unit

cost, however, outpaced the slight increase in average unit revenue.

Decreases in both the average vight and advertising content of the mailingsalso affected

FY 2015 Periodicals revenue. Because Periodicals prices are tied (in part) to the weight of
the piece, minor weight changes have a greater effect on the price paid by the mailers than
on the cost ncurred by the Postal Service. As the Postal Service explains, minor weight
increases do not significantly affect cost within the weight range of typical mailpieces (3 to
16 ounces) or the productivity of mail processing equipment’ Minor weight changes ca,
however, have significant effects on prices. Average weigtr Outside County Periodicals
decreased from 6.16 ounces per piece in FY 2014 to 6.09 ounces per piece in FY 2015.
Furthermore, advertising pounds, which pay higher prices, decreased from 39rcent of
total Outside County Periodicals pounds in FY 2014 to 39.1 percent in FY 2015.

SeeChapter 2,supra, for a discussion of Periodicals worksharing incentives and for a
discussion of the importance of sending efficient pricing signals to mailers.

3) Commission Analysis of Outside County Periodicals Unit
Cost

The Periodicals class is comprised of two products: {€ounty?® and Outside County. In
FY 2015, Outside County constituted 90.2 percent of Periodicals total volume and 95.8

% SeeOrder No. 1926t 193.

*"FY 2015 ACR at 46 (identifying the following equipment: the Automated Flats Sorting Machine 100 (AFSM 100), Flats Sggtemcing
(FSS)Automation Parcel and Bundle Sort&RBS)er Automated Package Processing System (APPS)).

*8 The InCounty product is typically used by smaller circulation weekly newspapers for distribution within the county of publication.
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percent of Periodicalstotal attributable cost. Because Outside County pieces incur most of
the costs for the Periodicals class, operational initiatives focused on Outside County
Periodicals have greater potential for cost savings for the Periodicals class. Table3ll
shows tha Outside County Periodicals total unit costs increased by 0.68 cents from
FY2014 to FY 2015.

Table I3
Change in Outside County Periodicals Unit Costs, FY @@02015’
Fiscal Year Mail Processing| Delivery | Transportation | Other | Total
2008 12.23 8.06 3.52 10.12 | 33.93
2009 12.94 9.29 3.18 10.89 | 36.30
2010 12.02 9.68 3.59 11.09 | 36.38
2011 12.07 9.50 341 11.51 | 36.49
2012 12.41 9.57 3.90 11.87 | 37.74
2013 11.69 9.38 3.89 11.39 | 36.35
2014 12.25 9.63 3.83 11.82 | 37.53
2015 11.89 10.29 4.31 11.72 | 38.21

Source: Library Reference RRR,ACR2015/5.

In FY 2015, the increases in delivery and transportation unit costs surpassed the slight
reductions in mail processing and other unit costs. Two changes to accepted analytical
principles (cost methodologychanges) implemented by the Postal Service in FY 2015
following approval by the Commissionthe new city carrier street time letter route cost
model and the modified carrier vehicle cost, contributed to the increase in delivery unit
cost80 The trends for ransportation and mail processing unit costs, however, show that the
Postal Service has not realized cost savings from increased mailer preparation
(worksharing), via dropshipping and presortation.

Since FY 2008, mailers have increasingly dropshipped Oude County Periodicals.

In FY 2008, 58.6 percent of Outside County Periodicals mail was dropshipped at the

Destination Sectional Center Facility (DSCF). In FY 2015, 72.0 percent of Outside County
Periodicals mail was dropshipped at the DSCF or the destiian FSS (DFSS) facilit$t Entry

of Outside County Periodicals closer to the end destination should lead to an overall
AAAOAAOA ET OEA 01 OOAI 3AOOEAAGO OOAT OPT OOAOQE
transportation unit cost for Outside County Periodicad has increased. The Postal Service

should explore why its transportation unit costs are rising despite increased dropshipping.

*The unit cost figures in the Cost and Revenue Analysis (CRA) repatéipitigybacks. The figures in this table do not include piggybacks. A
majority of the other costs are piggybacked onto mail processieliyety, and transportation.

 February 8, 2016, Responses to CHIR Nyuéktion 18

T With the implementation of Doket No. R20184 prices, some maileces that were previously dropshipped at a DSCF are now dropshipped at
a DFSS. Hence, the DSCF and DFSS dropshipped pieces are totaled to demonstrate the degree to which mailers dropslefpeeh@utsid
Periodicals méings in FY 2015.



Docket No. ACR2015 -46 -

Since FY 2008, mail processing unit cost has remained relatively flat even though mailer
presortation of Outside County Periodtals has increased substantially. As Figure {1l
illustrates, 49.0 percent of mail volume was presorted to the Carrier Route level in FY 2008,
whereas 62.2 percent of mail volume was presorted to thearier Route or FSS level in
FY2015.62

Figure 141
Change in Outside County Periodicals Mail Mix, FY 08 2018
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Source: Library Reference RRR,ACR2015/5.

Mail processing unit costs are much lower for mailpieces presorted to the Carrier Route
level than to the 5Digit level. The Postal Service doast separate mail processing costs

for Carrier Route presorted Periodicals from other presorted Periodicals, such asigit

and 3-Digit, because they are not separate products. However, Carrier Route and Standard
Mail Flats (such as Bigit and 3-Digit) are separate products and therefore, the CRA
isolates the mail processing cost for this level of presortation in Standard Mail. The
Standard Mail information from the CRA may provide insight into the potential for cost
differences within the Periodicals class.

#2With the implementation of DockeNo. R20154 prices, some maileces that were previously Carrier Route are now required to be prepared
at the FSS level. Hence, the Carrier Route and FSS pieces are totaled to demonstrate the edygobentailers prepared Outside County
Periodicals mailings in FY 2015.

&
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The piggybacked mail processing unit cost of Standard Mail Carrier Route was 5.88 cents in
FY 2015%4 The piggybacked mail processing unit cost of Standard Mail Flats was nearly five
times higher, 27.95 cents in FY 201% For each mailpiece that movefrom the 5-Digit to

the Carrier Route presortation level, the Postal Service should avoid considerable cagtis
would suggest that mail processing unit cost of Outside County Periodicals should have
decreased since FY 2008.

Since FY 2008, mail processmunit costs for norrCarrier Route flats have increaseé®
Declining mail processing productivity contributed considerably to this increase. Table Hi
4 details changes in productivity for selected flats processing operations since FY 2008.

Table II14
Change in Productivity for Selected Flats Processing Operations, FYZE02015
Operation Prg(:‘t:;‘t;velty
Automated Flats Sorting Machine 100 (AFSM 100) Incoming Secondary -18%
Small Parcel Bundle Sorter (SPBS)/Automated Parcel Bundle Sorterl(sBB#)g -19%
Automated Package Processing System (APPS) Incoming -39%
Flats Sequencing System (ESS) -4%

Source: Library Reference RRR,ACR2015/5.

Despite projecting improved flats mail processing performance in its reports and requested
changes toprices and services in recent year the Postal Service has yet to achieve any of
its projected productivity increases. Flats productivity has decreased since FY 2008.
Although the changing Outside County Periodicals mail mix will likely result in less
processing on the AFSM 100, SPBS/APBS, and APPS, Periodicals will continue to have cost
coverage issues if the Postal Service does not address declining productivity.

b. Postal Service Response to FY 2014 ACD Directives

In FY 2014, the Commission directed thBostal Service to provide a detailed analysis of the
progress made in improving Periodicals cost coverage. The Commission specifically

% SeeLibrary Reference USEEY 1526, December 29,2055 9 EOSf FTA{ S daKLMp LINDOEf as¢ Gl 6 actlda 6no
% Sedd. cell BV25.

® The piggybacked mail processing unit cosIStangard\/Iail Flats has increased from 22.89 cents in FY 2008 to 27.95 cents in FY 2015.
CompareLibrary Reference USEFY0gH ¢ = 9 EOSE FAE S 6 4aKLIny LoiDdbiaty Refetencd USEFS K06 Excelfile 6 n 0 = ¢  OSt
GaAKLMp LNDOEE 4a¢0@bBé OStt . tHpod

" The FSS machine productivity is measured from its introduction in FY 2011.

8 See, e.g.United States Postal Service Office of the Inspector General Report, Flats Sequencing System: Program Status ar@sBhojected

Flow, July 272010, at 10 (Report Number EAR10-007) (projecting that the lower bound or worst case scenario for the FSS would be a return

on investment of 14.25 percent without transitional employees and 26.9 percent with transitional employees); Docket Ne4 ,Ra&ponses

of the United States Postal Service to QuestibrN2 Y (G KS . Sy OK i GKS 1 SFNAy3a F2NJ aNXd» bSNARI ! dzad:
G2N] K2dzNBR (2 RSOt AYS |y2iKSNI w4, DirdStN&SBnsny of Frimie on Behalfwhtie dJoitdd S&O1 S b2 d b
Postal Service (USE¥84), December 5, 2011, at 3D (projectinganincreag in AFSM 100 productivityf 15 percent).
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AEOAAOAA OEAO OEA 01 OOAI 3 Ane pregleds inElévdldpiBigA A ET O
metrics to assess the costsaviCO EI PAAO T £ 1 PAOAOET T A1 OOOAOA
from the implementation of operational strategies outlined in Chapter 7 of th€eriodicals

Mail Study*AT A ET OEA 071 OOA1l 3AO0OOEAAGO &1 AOO / PAOAC
No. R20104.¢°

In the FY 2015 ACR, the Postal Service describes its operational changes, and specifically

identifies three strategies outlined inChapter 7 of thePeriodicals Mail Studyhat were

implemented: full deployment of the FSS; movement of flats up the aut@tion ladder; and
implementation of the Automated Parcel Bundle Sorte(APBS). FY 2015 ACR at 448.

However, theFY 2015 ACRontains no detailedanalysis of the cost savings impact of these
operational changes or the progress in developing metrics to assess the resulting cost

OAOET ¢cO8 4EA 01 OOAI 3AOOEAA OOAOGAO OEAO EO OE

L A s s oA s s

Several CHIRs were issued to better understand the specifics of the operational strategies,

the cost savings impacts of the Flats operational strategies, and the obstacles to developing

cost savings impact metricS: ThA 017 OOAI 3 AOOEAAGO OAODPI T OAO Al
performance metrics related to the FS& The Postal Service discusses the cost of manually

sorting 10 percent of flats and discusses efforts to reduce manual sorting. Responses to

CHIR No. 4, questopt 8 4EA 01 OOAT 3AOOEAA OOAOGAOG OEAO O
PEAAA POT AAOGOETI ¢ Al 01 EiIi PAAAO OEA 7AAEI EOU OIl

The Postal Service contends that it is unable to quantify the cost savings impact of
requiring FSSScheme pallet or FSS Scheme bundle preparati&#lThe Postal Service

provides a status update concerning its past and ongoing efforts to reduce bundle
breakage, but does not provide any analysis of the cost of broken bundles. Responses to
CHIR No. 4, questin 18. The Postal Service states that its evaluation of potential revisions
to the Domestic Mail Manual (DMM) bundle preparation requirements remains pending
without a current timeframe for conclusion or any reported recommendations. February

17, 2016, Reponses to CHIR No. 12, question 9. The Postal Service provides its Periodicals
Value Stream Map, which it has not updated since 2010. February 19, 2016, Responses to
CHIR No. 12, question 1.

% periodicals Mail Study, Joint Report of the United States Postal Service and Postal RegulatdsgiGonSaptember 2011 (Periodicals Mail
Study).

®FY 2014 ACa 40 see Docket No. R20) Library Reference USRR01@4/9, July 6, 2010.

" See CHIR No, questions 18L8; Chairman's Information Request No. 7, February 1, 2016, questibdg@HIR N&7); Chairman's
Information Request No. 12, February 9, 2016, questieAsg14 (CHIR Nd.2).

"?Responses to CHIR Nogdiestion 13Responses of the United States Postal Service to QuestibisIZH @ 2 F / KF ANN I Yy Q& LYy F2 N)Y
Request No. Februay 8, 2016question 10 (February 8, 201Besponses to CHIR Ng§. 7

" February 19, 2016, Responses to CHIR Nayuetion 8.b.

™ Responses to CHIR No. 4, question 17; February 8, 2016, Responses to CHIR No. 7, question 7; Notice of the Uniteal SextdsePofst
CAtAy3a I wS@GAaSR wSaLRyasS (2 vdzSadiERRATMVFelRUErY 18(2D1E, Midekl Yy (RebruayVld 2 NY I G A 2y
2016, Response to CHIR No. 12).
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The Postal Service represents that it is unable to update its@ected return on investment
for the FSS machines. February 8, 2016, Responses to CHIR No. 7, question 8. According to
the Postal Service, the decreasing flats processing productivity is partially attributable to
declining flats volume, which has reduced rchine-compatible mail more than manual
mail’s( T x AOAOh OEA 071 OOAI 3AOOEAA OEAO 110 AAOGAO
ANOGAOGAOG O1 OEA 1100 AEAEAEAT O POT AAOGOGET ¢ &I O
7, question 12.b.

() Comments
Twocomi AT OAOO AAAOAOO EOOOAO OPAAEALZEA O xEAOEA
changes reduced costs. The Association of Magazine Media (MPA) contends that although
the Postal Service invested in the FSS machine in order to reduce flats costs, FSS machines
increased flats costs in FY 2015. MPA Comments ab4The Postal Service replies that the
unit mail processing cost of Outside County Periodicals decreased from 19.78 cents in
FY2014 to 18.89 cents in FY 2015. USPS Reply Comments at 21.

PostCom states thafor Outside County Periodicals, mail processing cost increased by 4.5
percent and delivery cost increased by 7.91 percent in FY 201%The Postal Service replies
that Periodicals delivery cost in FSS zones are lower than Periodicals delivery cost in non
FSS zones, and attributes the increase of delivery cost, in part, to two cost methodology
changes’’

-0! AT A OEA 0OCAIT EA 2APOAOCGAT OAGEOA 1 AEA OAAT I I
efforts to improve Periodicals cost coverage through operational @nges. MPA suggests
that the Commission require the Postal Service in the FY2016 ACR to perform a detailed
analysis of the mail processing and delivery costs for flats destinating in FSS and #e8S
zones and fully quantify the extent to which operationathanges result in lower costs. MPA
Comments at 67. The Public Representative recommends that the Postal Service report the
effects of pending operational changes on cost coverage and expand its efforts to reduce
costs and improve productivity as directedn the FY 2014 ACDPR Comments at 38

-0! AOOAOOO OEAO OEA &9 c¢cmpu !'#2 MEAEI AA O Al
because the FY 2015 ACR merely describes operational and pricing changes without any
guantification of the financial impact of thosechanges. MPA Comments at 3. MPA urges the

#1 11T EOOET1T O OANOEOA OOEA o071 OOAWH. 3AOOGEAA OI

®FY 2015 ACR at Z&e alsdResponses of the United States Postal Serviceto Questimns 1 2 F / K ANX I yQa LYy F2NXIFGAZ2ZY w!
January 15, 2016, questione8(January 15, 201&Responses to CRINo. 2). The Postal Service also notes that full deployment of the FSS was

delayed nearly one year, resulting in substantial lost savings from both the delay and the coincident decline in volafigs AR at 290

n.15 (noting this issue is currentlysubject of litigation between the Postal Service and the supplier of the FSS machines).

" Initial Comments of the Association for Postal Commerce, February 2, 208@ostCom Comments).

"USPS Reply Comments at diing February 8, 2016, RespongesCHIR No. 7, question 7
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(2) Commission Analysis

Periodicals has persistently failed to cover its costs. The Commission has repeatedly
encouraged the Postal Servict® improve Periodicals cost coveragéé Recognizing that
certain obstacles to the improvement of cost coverage for Periodicals also apply to
Standard Mail Flats, the Commission includes a holistic discussion of flats in Chapter 6.

The Postal Service reprgents that it has implemented many operational strategies

designed to improve the efficiency of flats processing operations, yet it has not developed

cost savings figures associated with any of the strategies. The Postal Service contends that

it does not have the information needed to assess the impacts of its operational strategies

for improving the financial performance of its flats operations because it does not know

how mailers would have prepared their Periodicals mailings under alternative operational
schemes’® According to the Postal Service, the inability to isolate the effects of an

I DAOAOGET T Al AEAT CA £O01TiT 1T OEAO AEOAOI OOAT AAO
mail volume and mail mix changes, also contributes to the difficulty in devgbing metrics

to assess the cost savings impact of operational strategies for Periodicals. February 17,

2016, Responses to CHIR No. 12, question 4. Further, the Postal Service argues that because
Periodicals are routinely coprocessed with other classes aail, developing a metric

linking operational changes to cost savings specifically for Periodicals is challengind.

>

Although the Postal Service cannot precisely predict how mailers would prepare

Periodicals under alternative operational or pricing schemes, the Postal Service has

actionable data on its own operations. For example, the Postal Service has past productivity

data, which can show how productivity has changed in response to changes, including

different mail volumes, mail mixes, and mailer preparation. The Postal Service can

determine from its past data how its operations responded to past changes in mail

volumes, mail mix, and mailer preparation. That information can be used as a baseline to

DOl EAAO Ei x OEA 01 OOAI 3AOOEAAGO 1 PAOFOEIT O i
Chapter 2,supra, for a discussion of how the Postal Service can combine billing

determinant data and operational data to assess how mailer preparation can impact the

0T OOAT 3AOOEAAGO 1T PAOAOEI T AT Al 0008 10A7T OEEEA
impacts of the Postal Service operational strategies would facilitate the determitian of

whether the strategies improve Periodicals cost coverage and provide specific focus upon

which strategies result in the greatest improvements.

In Chapter 7 of thePeriodicals Mail Studythe Postal Service provided savings estimates for
three operational strategies: implementing the FSS; moving flats up the automation ladder;
and implementing the APBS3? Despite implementing these three strategies since the

release of that report, the Periodicals financial results provide no evidence of cost savings

" SeeFY 2009 ACE 75 FY 2010 AC) 94 FY 2011 AC& 105106, FY 2012 AC& 9597; FY 2013 AC& 4445, FY 2014 ACD at-4q.
" See, e.g.Responses to CHIR No. 4, questions&Bruary 8, 2016Resposes to CHIR No. guestion 7.b.

8 periodicals Mail Studyt 9596 (projecting savings of up to $83 million by implementing Phase 1 of the FSS, $49.5 million for moving Outside
County Periodicals up the automation ladder, $14 million annually by implementing the APBS).
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from operational improvements. Moreover, the Postal Service has not quantified any
resulting cost savings. As further discussed in Chapter 6, the Postal Service must use
available data to develop metrics that will enable meaningful analysis of the costvsiags
and contribution impact of its operational strategies on Periodicals.

The Postal Service did not comply with the FY 2014 ACD requirements set forth by the
Commission.

Chapter 6 of this Report discusses the noncompensatory cost coverage feshéged malil

products. In that chapter, the Commission further expresses its concerns with the Postal
SAOOEAA8O ET AAEI EOU O NOAT OEZAZU OEA AT OO OAOE
Chapter 6, the Commission recommends the Postal Serviceftateer action by preparing a

bl AT & O & AOO8 11 1 /&£ OEA OAAT I 1 AT AAOGEIT O DA
Periodicals.

2. Standard Mall Flats

a. Introduction

In FY 2015, Standard Mail Flats had a cost coverage of 80.3 perc8ms shown in Table I}

5, cost coverage for Standard Flats declined substantially between FY 2008 and FY 2011,
when it reached a low of 79.5 percent. In FY 2012 and FY 2013 the cost coverage improved
but it began to decline again in FY 2014. The cost coverage continued to deelin FY 2015,
and was the lowest cost coverage since FY 2011.

Table 115
Standard Mail Flats Cost Coverage and Contribution, FY @698015

Fiscal Year Cost Coverage C?r::lrllizl:‘ts'?n
FY 2008 94.4% -$217.8
FY 2009 82.1% -$615.6
FY 2010 81.8% -$577.0
FY 2011 79.5% -$643.2
FY 2012 80.9% -$527.9
FY 2013 85.1% -$375.9
FY 2014 83.2% -$411.0
FY 2015 80.3% -$518.9

Total $3,887.3

Source: Library Reference RRRACR2015/4.

BThe/ 2YYAraarzyQa O0z2ali O020SN} IS OFftOdzZ FGA2y RATTFSNE FTNRY foidad t2adGlt {S
product and the Postal Service does not.
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The Postal Service states that the decrease in cost coverage wasrésallt of three cost
methodology changes that, together, increased unit cost by 0.99 cents, or 2.1 percent. FY
2015 ACR at 2930.

The aggregate negative contribution in FY 2015 was also significantly greater than
FY2014. The Postal Service notes that theolume of Standard Mail Flats increased, which
resulted in an increase in the aggregate contribution shortfalld. at 30-31.

In its review of the financial performance of Standard Mail Flats for FY 2015, the

#1 11 EOOETT 1000 AT 1 OEdnpli@nceniriits @afli€d PYA2D10 BGDOOE A A S O
directive regarding Standard Mail Flats. Below, the Commission discusses this directive, the

0 OOAT 3AOOEAAB8O &9 cmpu !#2 OAOPITT OAR AT A Al
Standard Mail Flats for FY 2015nl Chapter 6 of this report, the Commission discusses

further action regarding Standard Mail Flats.

b. FY 2010 ACD Directive for Standard Mail Flats

In the FY 2010 ACD, the Commission determined that Standard Mail Flats prices in effect in

FY 2010 did not compy with 39 U.S.C. § 101(d) and directed the Postal Service to increase

OEA POT AOAOSO AT OO Al OAOA Gderdg&pnde Adustmehts, AT | AET A
consistent with the price cap requirements, and cost reductions, until such time that

revenue exceés attributable cost. FY 2010 ACD at 106. In addition, the Commission

directed the Postal Service to provide the following information in each of its subsequent

ACRs:

1 A description of operational changes designed to reduce Flats costs in the previous
fiscal year and an estimation of the financial effect of such changes.

1 A description of all costing methodology or measurement improvements made in
the previous fiscal year and the estimated financial effects of such changes.

1 A statement summarizing the historcal and current fiscal year subsidy of the Flats
product, and the estimated timeline for phasing out this subsidy.

Id. at 107.

4EA 01T OOAT 3AOOEAA APPAAI AA OEA #1111 EOOEITG60
United States Court of Appeals for the District of Columbia Circuit. WSPS v. Postal

2 ACcOl AOT Qare Rdd 11055(D.C. Cir. 2012), issued April 17, 2012, the cour

OAEAAOAA OEA 01 OOAI 3AOOEAAGO Ai1 OAT OEI1T OEAO
its statutory authority by considering the general standards of 39 U.S.C. § 101(d) in an ACD

OAO 1T AAOGO ET A @0dd 1188, ThéE Okt @eméndedrie AadeQatiie

#1 11T EOOET1T O&I O A AAEZETEOEIT 1T &£ OEA AEOAOQI O00A
protection, and for an explanation of why the particular remedy imposed here is

APDPOT POEAOA O1 Al Al HIaOIA® An ré3poAséhe E@n3hon EOU 8806
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issued Order No. 1427, clarifying that its analysis of the circumstances that would trigger
39 U.S.C. § 101(d) depended on the totality of circumstanc®s.

In its FY 2012, FY 2013, and FY 2014 ACDs, the Commission found that the Postaicerv
had made progress towards addressing the issues raised in the FY 2010 ACD, and
concluded that no additional remedial actions beyond those prescribed in the FY 2010
directive were required. SeeFY 2012 ACD at 116; FY 2013 ACD at 54; FY 2014 ACD at 47.

C. Response to FY 2010 ACD Directive

In its FY 2015 ACR, the Postal Service reports that it plans to increase Standard Mail Flats
prices by CPI multiplied by 1.05 in the next general market dominant price change. FY 2015
ACR at 18.

The Postal Service provide®1T | A T £ OEA ET £ Oi AOET T OANOEOAA
ACD directive: a description of operational changes designed to reduce Standard Mail Flats

costs, a description of all costing methodology changes made in FY 2015 that affect

Standard Mail Flatscosts, and the historical and current fiscal year subsidy of the Standard

Mail Flats product.ld. at 18-31. However, the Postal Service did not fully comply with the

FY 2010 directive in FY 2015. The Commission requires further necessary action by the

Pogal Service to quantify its efforts in Chapter 6 of this Report. Those items provided by

the Postal Service are discussed below.

(1) Operational Changes Designed tReduceFlats Cost

The Postal Service describes 10 new and ongoing operational steps taken dgriY 2015
designed to make processing Standard Mail Flats more efficient:

FSS Scorecard

Move Mail Up the Ladder

Bundle Operation

Service Performance Diagnostics Tool
High Speed Flats Feeder

Lean Mail Processing

FSS Mail Preparation

ReduceBundle Breakage

Newspaper Kaizens

Standard Mail Outgoing Mixed States

Id. at 18-28.

The Postal Service maintains that these initiatives are expected to improve efficiencies and
productivities, as well as reduce overall Standard Mail Flats codd. at 18. The Commission

8 pocket No. ACR20M, Order on Remand, August 9, 2012, at 4 (Order No. 1427).
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issued several CHIRs to obtain a better understanding of these operational initiativés.
Each initiative is discussed below.

(@) FSS Scorecard

The Postal Service uses the FSS Scorecard to measure critical aspects of FSS performance at
each processing location. FY 2015 ACR at 19. It asserts that the FSS Scorecard measures
FSS performance at each processing location and allows the Postal Serviceeatify sites
where performance can be improvedld. In its discussion of the FSS Scorecard, the Postal
Service explains that Mail Pieces ARisk are those pieces that did not follow the prescribed
path of sortation on the FSS and required additional haiting.84 The Postal Service

estimates that these pieces could incur additional costs, ranging from 2.609 cents to 21.899
cents® Table IlI-6 presents the FSS Scorecard data from FY 2012 through FY 2015. The
table shows that since FY 2012, the throughput pdrour8é has decreased, while the

Delivery Point Sequencing percentagé and Mail Pieces ARisk percentages have shown
some improvement. The Postal Service has neither provided costs savings associated with
the FSS Scorecard, nor explained its failure to goy such savings.

Table 1116
FSS Scorecard, FY 2QEY 2015

Performance Metric FY 2012 FY 2013 FY 2014 FY 2015
Throughput per hour (PPH) 8,860 8,985 8,746 8,840
Delivery Point Sequence (DP 56.40% 57.90% 58.57% 59.99%

Mail Pieces ARisk 6.01% 5.84% 6.15% 5.34%

Source: PACR2015 at 19; Docket No. ACR2013, Responses of the United States Postal Service to Questiorss T

Information Request No. 2, January 23, 2014, question 1 (Docket No. ACR2013, Responses to CHIR No. 2).

(b)

Move Mail Up the Ladder

I KI AN yQa

Since FY 2011, the Postal Service has identified Move Mail Up the Ladder as an operational
initiative intended to reduce Standard Mail Flats cost. This initiative aims to decrease
manual processing by increasing automation processgf8 Table 11l-7 shows that, despite

this initiative, the percentage of flats that are manually processed has increased each year

since FY 2012.

Bseeeg, KIANYIEYQ&a LYF2NXVEGAZ2Y wS|j dzS &5 CHIRND. )2EHIR Nl 4/ qizsthals 138 GHRMNDS7, |j dzS8 & G A 2y
questions 714;/ K ANXI y Q& LY F2NXI A2y wSlj dzS 410 CHIR ®o. DLGHIR N2 oqldsrdorsBi4. y 5 wnmc I |j dzSa

8 SeeResponses to CHIR No. 4, question 13

% February 8, 2016, Responses to CHIR No. 7, question 10.

% The productivity of automated processing operations is measured in throughput per hour (PPH), which measures the average volu
processed per hour or machine rtime. This differs from the measure of processing productivity used in the cost avoidaned, Mokl

Pieces Handled per workhour compares the processed volume with the employee workhours required for said processing.

8 Delivery Point Sequencing is the term used by the Postal Service for a processing operation wherein volume is sequernceelrithtt it

will be delivered by carriers on their routes

% SeeDocket No. ACR2012, Responses of the United States Postal Service to QuéstondsiPv p

January 14, 2013, question 1 (Docket No. ACR2012, RespoiCHIR No. 1).

27T
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Move Mail Up the Ladder, FY 204RY 2015

-55-

Table 147

FY 2012

FY 2013

FY 2014

FY 2015

Flats Manually Processe

8.5%

9.4%

9.8%

10.0%

Source: FY ACR2015 atZ) Docket No. ACR2013, Responses to CHIR No. 2, question 1.

The Postal Service estimates the cost of manual processing for these pieces is $158 million.
SeeResponses to CHIR No. 4, question 14. In order to reduce manual sortation, the Postal
Service plans to develop technology to bypass bundle sortation, redeploy flats sorting
equipment to replace manual processing, and ensure proper mail flow compliandd. The
Postal Service explains that some of the increase is due to decreasing flats volume, which
reduces machinecompatible mail more than manual mail. FY 2015 ACR at 20. The Postal
Service has neither quantified any cost savings associated with Move Mag tthe Ladder,

nor explained its failure to quantify such savings. However, cost savings appear unlikely
due to the increase in more costly manual processing.

()

Bundle Operation

In FY 2014, the Postal Service began adding bins to the Automated Parcel and Beind

Sorter (APBS), which reduces the need for a secondary sortation. The Postal Service added
1,264 bins in FY 2014, and 3,520 bins in FY 2015. FY 2015 ACR at 21. The Postal Service
invested $12.9 million in FY 2015 for the 3,520 binsSeeResponses to CHIRIo. 4, question

15. The Postal Service asserts that it has focused on reducing manual handling of flats
bundles rather than studying the associated cost savings. Therefore, the Postal Service did
not quantify any cost savings associated with this operatil initiative. 1d.

(d)

Service Performance Diagnostics Tool

Since FY 2012, the Postal Service has identified Service Performance Diagnostics (SPD)
Tool as an operational initiative designed to reduce Standard Mail Flats cosBeeDocket

No. ACR2012, Responses to CHIR No. 1, question 1. This tool is used to track and improve
the flow of Standard Mail through the network using scan data. FY 2015 ACR at 21. As part
of the SPD platform, the Postal Service uses IMb scans to measurecpssing time. This
aspect of the SPD platform is called the Work In Process (WIP) cycle time. The WIP cycle

OEi A i AAOOOAO OEA OEI A AAOxAAI
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distribution. 89 Table 11I-8 shows that the WIP cycle time incrased for Standard Mail Flats

in FY 2015.

¥ The term WIP cycle time is also used by the Postal Service, on occasion, to refer to intermediate steps within the eptoeassing
operation.SeeJanuary 19, 201&Responssto CHIR No. 2, question 22.
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Table 1148
Service Performance Diagnostics Tool
Median 5Day Work In Process
Standard Mail Flats, FY 2042Y 2015

Time Period from Service Performance Diagnost '\ﬁlidu'?;
FY 2012 (Week ending 3/02/8228/12) 52.4
FY 2013 (Week ending 10/19/8227/13) 50.5
FY 2014 (Week ending 10/01/8830/14) 49
FY 2015 (Week ending 10/01/8430/15) 52

Source: FY ACR2015 at 22; Docket No. ACR2013, Responses to CHIR No. 2,.question 1

The Postal Service plans to reduce the WIP cycle time by decreasing the time between
bundle and next process handlingSeelibrary Reference USP&-Y 15729, December 29,
2015, at 14.The Postal Service has neither quantified any cost savings from this inttiiee,
nor explained its failure to quantify such savings.

(e) High Speed Flats Feeder

The Postal Service asserts that High Speed Flats Feeder (HSFF) enables the FSS to process
more delivery points in the same operating window, while decreasing the error rate.

FY2015 ACR at 23. The Postal Service introduced the HSFF in FY 2@E2Docket No.
ACR2012, Responses to CHIR No. 1, question 1. The Postal Service explains that this
initiative will lead to improved machine accept rates, improved machine throughput, and
increased capacity of the FSS to sequence more mail. February 8, 2016, Responses to CHIR
No. 7, question 11. In three tests of the HSFF, the Postal Service observed consistent
productivity improvements over current feeder technology? The Postal Service gimates

that it will take it at least another year to develop reliable cost savings estimates for the
initiative. February 8, 2016, Responses to CHIR No. 7, question 11.

() Lean Mail Processing

Lean Mail Processing (LMP) is an operational initiative whicthe Postal Service began
implementing in FY 2013% The LMP program is a standardized, statistical program for
improving mail processing. FY 2015 ACR at 24. In FY 2015 the Postal Service deployed
phases three and four of LMRd.?2 Phase three focuses on Aamated Package Processing
System (APPS) and APBS operationd. Phase four of LMP focuses on proactively problem

©SeeFY 2015 ACR at Responses to CHIR No. 4, question 16.

! SeeDocket No. ACR2013, RespastseCHIR No. 2, question 1.Prior to FY 2013, the Postal Service sought to rely upon Lean 8i§Sjgma

Improvements SeeDocket No. ACR2011, Responses of the United States Pastaé$e Questions 1,-8, 827, 2937, and 3942 of

/I KEANXEYQa LYF2NNIGA2Y wSljdzSad b2d mMI WHydzZd NBE HTI HAOMER01RdAzSAGA2Y b
Response to CHIR No. 1, question 1.
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solving when discrepancies are first detecte® Id. The Postal has neither quantified any
cost savings from the LMP initiative, nor explaineds failure to quantify such savings.

() FSS Mail Preparation

The FSS Mail Preparation operational initiative has been cited by the Postal Service since
FY 2011. 8eDocket No. ACR2011, Responses to CHIR No. 1, question 9. In FY 2015, the
Postal Service exg@ins that FSS Scheme bundle preparation requirements result in more
uniform bundles, which enable more efficient FSS processing for the Postal Service. FY
2015 ACR at 25. In addition, FSS Scheme pallet requirements allow pallets to bypass bundle
distributi on on the APPS/APBS, which reduces bundle breakafgke.at 26. The Postal

Service asserts that FSS Scheme pallets reduce transportation expenses and improve
service.ld. However, the Postal Service has been unable to measure the cost impact of FSS
Scheme pllets and FSS Scheme bundl&The Postal Service asserts that it cannot quantify
OEA AT OO OAOET CcO 1T &£ &33 3AEAIT A PAI1AO POADPAOA
the preparation of the mail in the absence of the FSS Scheme pallet preparation

requE OA | ASée@e8pbnses to CHIR No. 4, question 17.

(h)  Reduce Bundle Breakage

In FY 2015, the Postal Service continued to study the causes and impact of bundle
breakage. FY 2015 ACR at 27. The Postal Service asserts that bundle breakage results in
higher mail processing costld. The Postal Service is working with the Mailers Technical
Advisory Committee (MTAC), Mail Service Providers (MSPs) to find solutions to reduce
bundle breakage. In FY 2015, the Postal Service completed a Lean Six Sigma (LSS) project
to determine the best method to minimize bundle breakagé The Postal Service now
identifies broken bundles when three or more Intelligent Mail barcodes (IMbs) for pieces in
a bundle are scanned on Postal Service bundle sorting equipme8eeResponses to CHR

No. 4, question 18. In addition, the Postal Service is evaluating DMM requirements to
determine if revisions to bundle preparation are required to mitigate bundle breakagdd.
The Postal Service has neither quantified any cost savings associated withbundle
breakage operational initiative, nor explained its failure to quantify such savings.

0] Newspaper Kaizens and Standard Mail Outgoing
Mixed States

In FY 2015, the Postal Service added Newspaper Kaizens and Standard Mail Outgoing
Mixed States as new &fps to make processing Standard Mail Flats more efficient. FY 2015
ACRat 27-28. The Postal Service explains that Newspaper Kaizens are being used to
identify root causes of bottlenecks and determine the lead time of the procedd. at 28. One
primary outcome of the Kaizen events is the development of a standard workflow for
Periodicals.SeeFebruary 17, 2016, Responses to CHIR No. 12, question 2. The Postal
Service has not yet finalized the standard workflow, but will release it at a later date to
replace the current standard operating procedureld.

% personnel visually track refiine performance and take approptiate actions to ensure operational goals arddnet.
% SeeFebruary 18, 2016, Response to CHIR No.utipn 11 February 8, 2016, ResponsesablIR No. 7, question 7.
®*The Postal Service completed th8%roject in June 2015eeResponses to CHIR No. 4, question 18.
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The Postal Service also identifies Staatd Mail Outgoing Mixed States as an initiative
meant to ensure that the mixed states processing facilities are aligned with NDC network
facilities. This initiative has led the Postal Service to correct labeling lists to ensure that
processing facilities aie aligned with NDC networks SeeFebruary 17, 2016, Responses to
CHIR No. 12, question 7. The Postal Service has not quantified any projected cost savings
from these operational initiatives.

0) Flat Recognition Improvement Program

The FY 2015 ACR no longeists the Flat Recognition Improvement Program (FRIP), which
was an operational initiative described by the Postal Service in its FY 2014 ACR that was
intended to reduce flats cose® The goal of the FRIP was to increase address recognition
and reduce errorrates thereby improving customer service and reducing hours spent on
keying.Id. The Postal Service claims the FRIP initiative decreased annual workhours by
350,000 through improved Optical Character Reader (OCR) finalization and deptifirsort
rates. SeeFebruary 17, 2016, Responses to CHIR No. 12, question 13. Improved recognition
and reduced error rates saved the Postal Service 34,000 annual workhowrdd.

Each of the operational initiatives discussed above was intended to reduce Standard Mail

Flats cogs. Although the FY 2010 ACD directive requires the Postal Service to provide an

estimate of the financial effect of its operational initiatives, the Postal Service has not done

so. While the Postal Service developed a projected cost savings before implatagon of

the program, it did not verify its projections or compare to actual results. Instead, it states

OEAO EO OEO O1T AAT A O pOi OEAA Al AOOEI AOA T E
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(2) Costing Methoddogy Changes in FY 2015

The Postal Service identifies three costing methodology changes that affected Standard
Mail Flats costs in FY 2015: Docket No. RM20454 Proposal Thirteen (Updating City
Carrier Street Time Cost Model); Docket No. RM204B, Proposd Ten (merging cost
Segment 4 with Cost Segment 3); and Docket No. RM2B6Proposal Twelve (change in
methodology for City Carrier Letter Route Vehicle Use Cost§]. at 29. It asserts that these
methodology changes accounted for a 0.99 cent increase, Dt percent increase, in the
unit attributable cost for Standard Mail Flats in FY 2015d.

3) Historical and Current Fiscal Year Subsidies

The Postal Service provides the historical and current fiscal year subsidy of the Standard
Mail Flats product.ld. at30. However, it does not provide a timeline for phasing out the
subsidy, and asserts that it is difficult to predict when the shortfall for the product will be
phased outld. It also states that it is unlikely that the shortfall will be eliminated by theend

 SeeDocket No. ACR2014, Notice of the United States Postal Service of FilingSRaplamental Information in Response to Order No. 2313,

January 15, 2015, Attachment A a98

Te¢KS tzadlf {SNBAOS (SaiSR ampnzInnn FEFad YEAE AYI3S3aD2tiB0ISRA FINRY
FRIP performanc&eeResponses of the United States Postal Serviceto Questions 2 ¥/ K ANX Iy Qa Ly F2NXIGA2y wSl|j dzS.
2016 Responseto CHIR No. 16, question. 1
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prospects for eliminating the shortfall thereafter will depend not only on pricing and cost

saving initiatives, but also on any changes made to applicable regulatiomg the

#1 1 1 E O @EhelP8stal Service notes that the FY 2015 Standard Mail Flats shortfall is

less than what it was when the shortfall peaked in FY 201Id.

d. Comments on Standard Mail Flats

The Commission received comments from the American CatalogaNér Association
(ACMA)B6 Al PAE $EOAAO - AOEAOET C 3UOOAI 6h )1 A8 AT 7
(Valpak),?® Association for Postal Commerce (PostCor)? and the Public Representative
regarding the financial performance of Standard Mail Flats in FX015. The Postal Service,
ACMA, Valpak, and PostCom filed Reply CommeitsThe comments generally address
30AT AAOA - AE1 DOEAET Ch 3O0AT AAOA - AEI &I AOO AI
Standard Mail Flats FY 2010 ACD directive.

() Standard Mail Pricing

PostCom states that FS&lated price structure changes made in Docket No. R20¥bhave
caused the migration of Carrier Route flats to Standard Mail Flats and the increase in total
negative contribution for FY 2015. PostCom asserts that the price structurb@anges
introduced in FY 2015 were established in a vacuum without regard to achieving the
lowest combined cost for the Postal Service and mailers. PostCom Comments at 8.
Similarly, Valpak asserts that FSS pricing has failed to improve cost coverages. Vialpa
Comments at 1314.

In response to these claims, the Postal Service contends that its pricing strategy is an
efficient one because any cost advantages of Carrier Route Flats disappear for pieces
destined for FSS Zones and there is limited value in havingpil sorted to Carrier Route in
FSS zones. USPS Reply Comments at 8.

Valpak highlights that the exigent surcharge will likely be removed in FY 2016, which will
reduce unit revenues and cause the Standard Mail Flats cost coverage to decline further.
Valpak Comments at 11. Valpak estimates that the Standard Mail Flats cost coverage would
have dropped to 77.0 percent if exigent surcharge revenue was eliminated from the FY
2015 Standard Mail Flats cost coverage calculatiotd. at 13.

ACMA critiques VAlDAES O AT A1 UOEO AU 11 OET C OEAO 6AI PAE
that the FY 2015 price adjustment was only in effect for 4 months, and that there will likely

%8 Initial Comments of the American Catalog Mailers Association, February 2, 2016 Gu@ivifents).

i f LI ] S5ANBOG al Nl SGAy3d {&aiGdSyas LyOd FyR I f LI 5SiteFBNEQ ! 83a20Al (A
Annual Compliance Report, February 2, 2016 (Valpak Comments).

190 hitial Comments of the Association foreal Commerce, February 2, 2016 (PostCom Comments).

191 Reply Comments of the American Catalog Mailers Association, February 12, 2016 (ACMA Reply GaraipaktBjrect Marketing
Systems, Inc. and Valpak De& NA Q ! & & 2 O Comimersyort thelUyedStatew Kokl ervice BYL5Annual Compliance Report,
Februaryl2, 2016 (ValpaReplyComments) ReplyComments of the Association for Postal Commerce, Febaarg016 (PostCorReply
Comments).
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be an increase in volume if the exigent surcharge is removed. ACMA Reply Comments at 5.
ACMA also estimates that if the commercial portions of Carrier Route and Standard Mail
Flats were combined, the resulting cost coverage would have been 108.9 percent. ACMA
Initial Comments at 3.

Valpak urges the Postal Service to improve its cost accuracyarder to develop

economically efficient price signals. Valpak Comments at 24. Valpak asserts that pricing

should not be detached from costing and encourages the Commission to ensure that the

Postal Service does not ignore costs when setting pricedd. at 25. Valpak contends that at

present, the Postal Service is sending inefficient pricing signals. It also claims that Standard

- AEl DPOEAEIT C OEiI 1 AOAO ow 5838#8 9 pmpj AQh xEE
all postal operationstoallusers £/ OEA [ AElI 11 A AAEO AT A ANOEO,
the contribution gap between Standard Mail Flats and all other profitable Standard Mail

products has widened since FY 2013Valpak Comments at 1719.

Valpak argues further that the Postal Serce should be directed to adopt elasticity based

marginal cost pricing for all Standard Mail products, which would result in contribution

losing products receiving substantial price increases, while products with high elasticities

and high contribution would receive minimal price adjustmentsld. at 35-36. It urges the

#1 11 EOOETT O1 OAAT1T OEAAO AOAI OAOET ¢ 01 OOAI 3A
proposed in Docket No. ACR2018&d. at 37. It asserts that the model can develop many

contributio n increasing alternatives, including the maximum contribution obtainable with

a given price capld.

The Postal Service criticizes the Valpak model because it does not assume autonomous
decline of Standard Mail Flats volume. USPS Reply Comments at 5. Hb&tal Service
believes the Christensen Contribution Model is a more reasonable contribution maximizing
model because it does take into account the autonomous decline of Standard Mail Flats
volume 102 |d.

The Postal Service states that it has considered tleéfects of its pricing policies on total

contribution, in both the long run and the short run. USPS Reply Comments a#i2The

Postal Service states that in a price cap environment, there are many tradeoffs that it must

consider when pricing its products.ld.) O | AET OAET O OEAO 6AI PAESO OC
dramatic increase for Standard Mail Flats risks harmful long run contribution impacts and

rate shock for Flats mailersld. at 6.

(2)  Standard Mail Flats Cost

Valpak notes that Standard Mail Flats unit coshcreased in FY 2015 and suggests that
another unit cost increase in FY 2016 is a distinct possibility. Valpak Comments at 6. In
their reply comments, both the Postal Service and ACMA argue that the main drivers of the

1%21n Docket No. ACR2012 the Postal Service providesté€isen Associates Scenario Analysis for Standard Mail ContribiLitioary
ReferencdJSPS-Y1243, December 12, 2012. The Postal Service agbéstanodel shows that there are pricing paths which may be
contribution-maximizing in the short run that nganot be contributioamaximizing in the long run in a price cap enviremt. USPS Reply
Comments at 3.
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cost increases in FY 2015 were costethodology changes. USPS Reply Comments at1t®,
ACMA Reply Comments at 3.

Valpak expresses concern over the transfer of profitable Carrier Route pieces to Standard
Mail Flats and the introduction of FSS discounts, which were initially touted as costvéag
measures but have not improved Standard Mail Flats' cost coverage. Valpak Comments at
13-14. ACMA contends that before the rates for Standard Mail Flats are increased, a better
understanding is needed of why the transfer of Carrier Route pieces to 8tiard Mail Flats
has worsened cost coverage and whether the FSS will reach its true potential. ACMA
Comments at 9.

In addressing claims that the FSS does not reduce delivery cost, the Postal Service asserts
that delivery cost is lower in FSS zones, compea to nonFSS Zones. USPS Reply Comments
at 13. In its February 8, 2016, Responses to CHIR No.7, question 7, the Postal Service
estimates that the City InOffice unit cost for Standard Mail Flats in FSS zones is 4.4 cents,
while the City In-Office unit cog for Standard Mail Flats in noaFSS zones is 11.8 cents. The
Postal Service does not provide a cost savings estimate for the FSS that encompasses both
delivery and mail processing cost.

PostCom also raises several concerns related to costs. PostCom Comnimat 2-11. First, it

asserts that bundle breakage is increasing flathaped mail processing costs, because

bundles are being handled on parcel sorting equipmentd. at 3. Second, it reiterates that

OEA 071 OOAI 3AOOEAAGO Aledude ok OAVIE btl-7. OBDA OACE A
it expresses concern over the volatility of unit attributable costs of multiple products

across multiple cost segmentdd. at 7-9. Fourth, it is troubled by large changes in avoided

cost estimates that impact workslare discounts.ld.at9p p 8 & EAZOEh 01 OO0#1 1 OA
PRC [to] commence a dialogue to ensure that incumbent costing methodologies are not

being used solely to prop up and support an infrastructure and costs that may no longer be

A~ 2 oA - -
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primarily a result of cost methodology changes and statistical variation due to relatively

small unit costs. USPS Reply Comments at-13. The Postal Service also exptes that

pricing incentives have been instituted to encourage mail to bypass bundle operations in an

effort to reduce bundle costld. at 10. PostCom argues that the Postal Service should

develop tools to replace IROffice Cost System (IOCS) sampling datéth IMb data, which

would likely reduce yearto-year variability in costs. PostCom Reply Comments at 8.

PostCom also asserts that FSS Scheme pallets, which have a minimum 250 pound weight
requirement, create inefficiencies. PostCom Comments at 3. It cfes that pallets are most
effective when fully utilized. Id. The Postal Service replies that increased pallet weight

%8 seeDocket No. ACR2014, Initial Comments of the Association of Postal ComFemery 2, 2015t 2.

194 Should PostCom sfito pursue this suggestin it may petition the Commission to consider such issues in an appropriate proceeding, such

as a rulemaking docket.
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would cause an increase in bundle sortations, which would further increase cost. USPS
Reply Comments at 910. The Postal Service also notebat FSS Scheme pallets provide
mailers with multiple benefits, including the opportunity to dropship to a DFSS site and to
take advantage of later critical entry times (CET)d.
@) #I1 1Pl EATAA xEOE OEA #1111 EOOEII]
FY 2010 ACD Directive
Valpak argues that the same factors used in FY 2010 to find Standard Mail Flats out of
compliance still exist today. Valpak Comments at 3. It asserts that because improvements in

costs have not been made, the Commission should consider issuing an order rieqg a
dramatic price increase for Standard Mail Flatdd. at 23.

The Public Representative also states that he cannot conclude that the Postal Service
A1 11T xAA OEA #1 1T EOOETT180 &9 ¢mpnm AEOAAOEOAN
financial impact of its cost savings initiatives. PR Comments at 33. SimilafBgstCom
Ai 1T OAT AO OEAO OEA 01 OOAI 3AOOEAABO Ai OO OAAOA
oversight. PostCom Comments at 4.

4) Other Issues

ACMA contends that, with the possible exception of Saturation Flats, Standard Mail
commercial flats areA1 OAAAU | OAOPOEAAA AAAAOOA OEAU AOA .

AT T T A AT A0MA AskertsQtgan but for the mailbox rule and what ACMA

characterizes as the limited constraint of the Private Express Statutes, a private delivery

company woulddeE OAO AT i 1 AOAEAT &1 AO PEAAAOG AAAAOOGA o
above standalone costld. A0 @8 )T OAOBPI T OA O1 '1#-180 AT Al UC

scenario where the mailbox rule is relaxed is not based in reality. Valpak Reply Comments
at 4-5.

e. Commission Analysis

The cost coverage for Standard Mail Flats was 80.3 percent in FY 2015, down from 83.2
percentin FY 2014. The FY 2015 cost coverage is only 0.8 percentage points higher than
the lowest recorded cost coverage for Standard Mail Flag9.5 percent in FY 2011). As
shown in Table 11+9, the rise of unit cost and the decline in unit revenue reduced unit
contribution to an all-time low of -9.9 cents in FY 2015.

e { G+ YRYS O2yaGNIAYyGE A& | GSN) dzaSR & 21y/Sa!102@A ANBRTFS NI (2 YILESS AQi22yNaXiEN
arguably place on Postal Service prices thereby protecting mailers from overpricing and the subsidization of othiedutsl. SeeACMA

Initial Comments at. To support its position, ACMA cites the testimony of Mr. William J. Baumol on behalf of the Postal Service in Docket

No. R871.1d.
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Table 1149
Standard Mail Flats Unit Contribution, FY 208y 2015

Fiscal ¥ar Unit Revenue Unit Cost : Upit
(cents) (cents) Contribution (cents)
FY 2008 36.7 38.9 2.2
FY 2009 36.9 44.8 -7.9
FY 2010 36.6 44.8 -8.2
FY 2011 36.8 46.3 -9.5
FY 2012 37.6 46.5 -8.9
FY 2013 38.4 45.2 -6.8
FY 2014 40.4 48.5 -8.1
FY 2015 40.2 50.1 9.9

Source: Library Reference RRR.ACR2015/4.

The Commission recognizes that a portion of the unit cost increases between FY 2014 and
FY 2015 are a result of recent cost methodology changes. Had these methodology changes
been in effect in prioryears, unit cost for Standard Mail Flats would have been higher in
those years and cost coverages would have been lower than reported. This would have, in
turn, raised further questions regarding the adequacy of the cost reduction strategies
employed by the Postal Service since FY 2011. Looking forward, it appears that unless the
Postal Service aggressively cuts costs in FY 2016, sizeable contribution shortfalls are likely
to continue.

During FY 2015, the Postal Service took several steps to address thstinuing and

growing cost coverage shortfall. Those steps included aboy@PI price increases in the most
recent Market Dominant price adjustment proceeding and operational initiatives to reduce
costs. Nevertheless, the cumulative shortfall in contributiofirom FY 2008 through FY 2015
has grown to $3.9 billion106

In FY 2015, the Commission approved a 2.549 percent price adjustment for Standard Mail
Flats, which was 0.623 percentage points higher than the 1.926 percent price cap. This
price adjustment excee@d the minimum of CPI x 1.05 that the Postal Service proposed in
response to the FY 2010 ACD directive. As part of this price adjustment, the Postal Service
implemented a new FSS price structure for Standard Mail Flats to encourage the
preparation of more Flats mail for FSS processiny?” Unlike FY 2015, this new price
structure will be in effect for all of FY 2016, which should allow the Postal Service and the

#1 11 EOOETT OI AOOAOO OEA 01 OOA1I 3AOOEAAS8O AAE

%10 FY 2015, unit revenues decreased less than 1 percent, despite an infiweopriced FSS pieces. Unit revenues remain above FY 2013
levels partially due to the exigent surcharge. However, in FY 2015 unit cost increased despite operational initiatives tesigace costs,
and a greater percentage of lower cost FSS mailvel

7 pocket No. R2018, United States Postal Service Notice of MarReminant Price Adjustment, January 15, 2015, a1542223 (Docket
No. R20151 Notice)
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new pricing structure. However, it is important to note that in FY 2016 the exigent
surcharge will likely be removed, reducing revenue for the Standard Mail Flats product,
and likely reducing the overall cost coverage.

The Commission finds that minimal progresshising made toward addressing the issues it
raised in the FY 2010 ACD. The Postal Service did not fully comply with the FY 2010 directive
in FY 2015. The Commission requires further necessary action by the Postal Service to
guantify its efforts in Chapteb of this Report. However, the Postal Service must continue
responding to the requirements of the FY 2010 ACD directive by proposing above average
price increases for Standard Mail Flats, striving to reduce Standard Mail Flats cost, and
providing the requred documentation of those efforts in future Annual Compliance Reports.

Furthermore, although the Postal Service described new and ongoing operational

initiatives employed during FY 2015 to make processing Standard Mail Flats more efficient,

it was not alle to quantify the financial effects of these initiatives. Cost savings programs or

initiatives generally target one or more specific activities to produce cost savings. As the

#1 11 EOOETT EAO OOAOAA ET DOAOGET OO tive¢shadlda OEA 0
have specific and measurable targets by which the benefits of the program can be

evaluated.SeeFY 2012 ACD at 116, FY 2013 ACD at 54, and FY 2014 ACD at 48. The

Commission remains concerned that the Postal Service has not quantified the csavings

from operational changes designed to reduce Standard Mail Flats cost.

Through issuance of several CHIRs, the Commission sought details on the operational

ET EOEAOCEOAO EIi I Al AT OAA AU OEA 01 OOAI 3AO0O0EAA
explored available data that could better identify, and potentially solve, costing issues

related to flats108 The Postal Service has responded with some data that could provide
increased transparency into issues surrounding flats. For example, in its Februar$,12016,
Responses to CHIR No. 12, question 12, the Postal Service explains that it has the capability
to track flat-shaped mailpieces with the Intelligent Mail Accuracy and Performance System
(IMAPS). It also stated that the Mail History Tracking SystenMHTS) can be used to

validate that the cost avoidance model reflects the predominant flows for flats. The Postal
Service is considering replacing mail flow data in the cost avoidance models with data from
IMAPS and MHTS. However, the Postal Service is canmed about the accuracy and
completeness of IMAPS and MHTS data, along with other potential limitations of the data.

Id. Leveraging this data to ensure cost avoidance models are accurate could lead to more
accurate costing information for setting workshae discounts, which could lead to

improved cost coverage for the product.

Chapter 6 of this Report discusses the noncompensatory cost coverage for flats products. In
OEAO AEAPOAOh OEA #1 i1 EOOGEIT &EOOOEAO llygbl AET O
to quantify the cost savings of its initiatives to reduce cost for flats. In Chapter 6, the

Commission recommends the Postal Service take further action by preparing a report on flats.

%8 5ee e.9.CHIR No. 2, questions-25; CHIR No. 4, questions 1, 3, andL83CHIR No. 7pgstions 714; CHIR No. 11, questiond @; and
CHIR No. 12, questionsl4.
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All the recommendations pertaining to reducing flats cost in Chaip6 apply to Standard Malil
Flats.

3. Standard Mail Parcels

In FY 2015, Standard Mail Parcels had a cost coverage of 73.4 percent, up 3.2 percentage
points from FY 2014109 In FY 2015, volumes for Standard Mail Parcels decreased by 8.2
percent. Additionally, unt revenue decreased by 0.7 percent and unit attributable cost
decreased by 5.0 percent compared with FY 2014. This resulted in a 7.0 cent increase in
unit contribution in FY 2015 compared with FY 2014.

The Postal Service explains that it has proposed abo@eerage price increases for

Standard Mail Parcels in recent Market Dominant price adjustments. FY 2015 ACR at 16.
However, it states that the realignment and reclassification of Parcels in the Standavthil

class since FY 2012 has resulted in the remaining Standard Mail Parcels product retaining a
OECTI EAXZEAAT OI U EECEAO POI PTI OOEITT T&£ 1T1T1DHPOT £EO
cost coveragellold.

Table I1I-10 displays the unit revenue, unit attibutable cost, unit contribution, cost
coverage, and volume for Standard Mail Parcels from FY 2012 to FY 2015. It shows that
while unit revenue and unit attributable cost decreased from FY 2014 to FY 2015, there
have been overall large increases since R012.

Table 1410
Standard Mail Parcels Financial Comparison, FY 26Y¥Y22015
FY 2012to | FY 2014to
FY 2012 FY 2013 FY 2014 FY 2015 FY 2015 FY 2015
Change Change
Unit Revenue $0.952 $1.034 $1.094 $1.086 14.2% -0.7%
Unit Attributable Cost | $1.113 $1.524 $1.557 $1.480 32.9% -5.0%
Unit Contribution -$0.161 -$0.489 -$0.464 -$0.393 -143.9% 15.2%
Cost Coverage 85.5% 67.9% 70.2% 73.4% -14.1% 4.5%
Volume 303,558,642| 71,966,232 | 65,845,949 | 60,420,263 | -80.1% -8.2%

Source: Library ReferenBRGLR,ACR2015/4.

WeKS /2YYAAaaArzyQa O f OdzZ SR 024 O20SNIF3IS RAFFTSNAE FTNBfredckKS t 2adl f
productandthe Postal Service does not.

1°0n January 22, 2012, a large portion of the Standard Mail Pamelsct was transferred to theampetitive product listSeeDoclet No.

MC201036, Order Conditionally Granting Request to Transfer Commercial Standard Mail Parcels to the Competitive Product List, March 2,
2011(Order No. 689); Docket No. CP2&@ Drder Approving Changes in Rates of General Applicability for Competitive ProductsbBreze,
2011(Order No. 106@ Simultaneously, a portion of the remaining Parcels product became Marketing Parcels with different mailing standards.
SeeDocket No. R2013, United States Postal Service Notice of MaiBeminant Price Adjustment, Octobe8, 12011 at 1922.

+
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Table IlI-11 displays the distribution of commercial and nonprofit volume for Standard
Mail Parcels from FY 2012 and FY 2015. The proportion of nonprofit mail is 4.5 times
greater in FY 2015 than FY 2012.

Table 1411
Standard MailParcels Commercial to Nonprofit Volume Distributions, FY 2012 and FY 2015
FY 2012 FY 2015
Y 2012 Distribution FY 2015 Distribution
Commercial Volume 285,925,057 94.2% 44,660,805 73.9%
Nonprofit Volume 17,633,585 5.8% 15,759,458 26.1%
Total Volume 303,558,642 100.0% 60,420,263 100.0%

Source: Library Reference RRR,ACR2015/4.

Table IlI-12 demonstrates the unit costs for commercial and nonprofit Standard Mail

Parcels. It shows unit costs of nonprofit mail are much higher than commercial ($2.11
compared to $1.26). Therefore, a higher proportion of nonprofit pieces leads to higher
costs and lower revenue for the Standard Mail Parcels product.

Table 412
Standard Mail Parcels Commercial to Nonprofit FY 2015 Unit Cost Estimates

FY 2015 Volume FY 2015 Cost FY 2015 Unit Cost
Commercial Parcels 44,660,805 56,128,392 $1.26
Nonprofit Parcels 15,759,458 33,274,091 $2.11
Parcels 60,240,263 89,402,483 $1.48

Source: Library Reference RRR,ACR2015/4.

Together, these tables illustrate the effect of Parcels realignment and reclassification on the
financial performance ofStandard Mail Parcels since FY 2012.

47 EI DOl OA 3 OAT dodt CokerageAthel PostaliSérdick btaded that it will
continue proposing aboveaverage price increases. FY 2015 ACR at 17. Most recently, in
Docket No. R20154, the Commission approvea price increase for Standard Mail Parcels
of 9.3 percent, more than 7 percentage points higher than the average price increase for
Standard Mail.SeeOrder No. 2472 at 33.

The Public Representative affirms that the Postal Service has proposed above ager price
ET ACAAOGAO &£ O 30AT AAOA - AEl O0AOAAIT O ET Al
Comments at 30. However, he suggests that the Commission require the Postal Service to
improve the productivity of Standard Mail Parcels as welld.

A EE

TheCommission finds that FY 2015 revenue for Standard Mail Parcels was not sufficient to
AT OAO AOOOEADOOAAI (T xAOBAOh OEA o1 O0OAI
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through aboveaverage price increases in future Market Dominant price adjustmerg
appropriate. The Commission also encourages the Postal Service to explore opportunities to
further reduce the unit cost of Standard Mail Parcels.

4. Media Mail/Library Mail

In FY 2015, Media Mail/Library Mail had a cost coverage of 76.23 percent, a 17.77
percentage point decrease compared with FY 20141 Unit contribution decreased 90.4
cents per piece from FY 2014 to FY 201&. FY 2015 was the ninth consecutive year that
Media Mail/Library Mail did not generate sufficient revenues to cover attributablecosts.
The Postal Service pursued a policy of aboxaverage price increases for Media
Mail/Library Mail and stated its intent to continue that policy. FY 2015 ACR at 47. Table-lll
13 shows the history of price increases for Media Mail/Library Mail under te PAEA.

Table I#13
Media Mail/Library Mail
Price Adjustment vs. Price Adjustment Authority

Docket No. Price Adjustment Price Adjugtment ALY
(Price Cap)
R20081 4.538% 2.900%
R20092 7.468% 3.800%
R20112 1.964% 1.741%
R20123 2.581% 2.133%
R20131 3.469% 2.570%
R201310 2.061% 1.696%
R20154 2.197% 1.966%

Source: Library ReferenBRGLR,ACR2015/6.

The Public Representative notes that Media Mail/Library Mail has not covered its

attributable cost for nine consecutive years, and notes the substantial decrease in the

DOT AOAOGBO AT OO0 AT OAOACA ET &9 c¢mpu Al i DBAOAA x
Furthermore, he points out that the Postal Service credited the increase in unit cost to a

large changen certain cost factors. He believes that the Postal Service should provide a
comprehensive costing analysis of Media Mail/Library Mail and develop a plan to minimize

impact on cost coverageld.at39-t m8 (A OOPDPT OO0 OEA 01 @aOAI 3AOC
improving the cost coverage over time through above average price increasés.at 40.

Media Mail/Library Mail did not cover its attributable cost or make a contribution to
institutional cost in FY 2015. While these results are not consistent with cbsoverage
requirements in 39 U.S.C. 8§ 3622(c)(2), the Commission must also consider the 9 objectives
and 14 factors in their totality, such as the pricing factor outlined in 39 U.S.C.

§3622(c)(11). This factor, which is especially relevant to Media Maillibrary Mail, requires

the Commission to consider the ECSI value to the recipient of the mail matter.

" ged jbraryReference PRCRACR2015/1, Exc@lA £ § & { dzY Yl NBE Y[ wmypC{ { ! R2®¢
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Moreover, the Postal Service used its pricing flexibility, including in the most recent Market
Dominant price adjustment, to implement abovenflation price increases for Media
Mail/Library Mail for the purpose of bringing its revenues closer to 100 percehcost
coverage. Docket No. R2013 Notice at 29.

The Commission finds that FY 2015 revenue for Media Mail/Library Mail was not sufficient to

AT OAO AOOOEAOOAAI (T xAOGAOh OEA o071 OOAI
through aboveaverage pice increases in future Market Dominant price adjustments is
appropriate. The Commission also encourages the Postal Service to explore opportunities to
further reduce the unit cost of Media Mail/Library Mail.

5. Stamp Fulfillment Services

The Stamp Fulfillmert Services (SFS) product provides for the fulfillment of stamp orders
placed by mail, phone, fax, or online to the Stamp Fulfillment Services Center in Kansas
City, Missouri. It was added to théMail Classification Schedulgs a Market Dominant
product in FY 2010. Cost has exceeded revenue and cost coverage has been below 100
percent each year since its introduction. However, cost coverage improved substantially
since FY 2012, showing increases each ye&eeTable 111-14.

Table 414
Stamp FulfillmentServices Cost Coverage, FY 2ZHY 2015

Cost
Fiscal Year Revenue Attributable Cost | Coverage
FY 2010 $3,069,349 $5,778,908 53.1%
FY 2011 $3,126,445 $5,238,523 59.7%
FY 2012 $3,298,493 $5,566,808 59.3%
FY 2013 $4,088,070 $5,059,104 80.8%
FY 2014 $3,501,067 $4,253,758 82.3%
FY 2015 $3,910,286 $4,595,697 85.1%

Source: Library ReferenBRGLRACR2015/7.

The cost coverage for FY 2015 was the highest cost coverage for SFS since its

introduction. 112 The Postal Service states that it continues to agree with the FY 2012 ACD
xEEAE OOAOAA OEAO 3&3 OPOI i T OAO OEA T AEAAOEOA
FY 2015 ACR at 53.

The Commission finds that FY 2015 revenue for SFS were not suffioieover attributable

cost. However, the financial performance of SFS does not entirely capture the value that the
Services Center adds to the Postal Service and to other Postal Service products. Although SFS

112 Although the Postal Service originally stated that cost coverage was 59.1 percent in 2015, it corrected this figureder8sngesJanuary
15, 2016 Respnsesto CHIR No. 2, question 1.
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does not cover its attributable cost, the Seres Centepromotes the objectives of reducing
cost and increasing efficiency. See 39 U.S.G688(b)(1) and (c)(12).

6. Inbound Letter Post

The Inbound Letter Post product consists of international mail that originates in foreign
countries and is delivered in the United State$13 Foreign postal operators reimburse the
Postal Service for delivering Inbound Letter Post items at prices, called terminal dues,
which are set by the Universal Postal Union (UPW#4Id. at 8 1130.6. The Postal Service also
enters into bilateral and multilateral agreements with foreign postal operators for the

entry of Letter Post at negotiated rates.

a. Inbound Letter Post

In FY 2015, revenue for the Inbound Letter Post product improved, but still did not cover
attributable cost. In FY2015, cost coverage was 71.9 percent, whereas cost coverage in FY
2014 was 70 percent. Notwithstanding this improvement in cost coverage, the negative
contribution from this product increased from $74.8 million in FY 2014 to $97.9 million in
FY 2015. FY 205 ACR at 8.

The changes in cost coverage and contribution from FY 2014 through FY 2015 reflected a

9.1 percent increase in total unit revenue and a 6.2 percent increase in total unit cost. The

Postal Service states that although inbound revenue from taggj system countrieg?s at UPU

rates increased 12 percent, unit cost increased 7 perceft Response to CHIR No. 4,

guestion 19.

AEA 01 OOAT 3AOOGEAA Agbi AET O OEAO OEA OZAEI OOA
AT OO0 OOAI 6 &EOIiI OEA DPOT AGAOGBO O1 ENOA DOEAETQ
according to a UPU terminal dues formula, which is based upon a percergaaf the Xounce

retail Single-Piece FirstClass Mail price for most mailld. For the remainder of the mail,

prices are based on a set rate per kilogram instead of actual Postal Service céstéd.

4EOOh OEA 01 OOAI 3 A OOE A Apendéniyld@ehntire he iced O EO Al
f DPAEA AU & OAECT bl OOAI 1T PAOAOT 0OY &I OIdAAT EOA
The Postal Service further observes that a decline in the exchange rate is the source of the

majority of the additional loss yea-over-year. The U.S. Dollag Special Drawing Right

(SDR) exchange rate declined 7.5 percent in FY 2015. Response to CHIR No. 4, question 19.

3Mail Classification Scheddle { SOGA2Y mMmon®dml ® o[ SGGESNI t2aidé NBFTSNB (2 AYGSNYFGAZYL
consists of mail items similar to domestic Figdass Mail, PeriodicalStandard Mail, BPM, and Media Mail/Library Mail, weighing up to 4.4
pounds (2 kilograms).

4The UPU is a United Nations technical agency comprising 192 member countries, including the United States. Member egotittes n
international agreements goveing the exchange of international mail, including applicable rates for the delivery of international mail.
Terminal dues are also referred to as default UPU rates, because they apply in the absence of an agreement between osthong p
operators estabshing other rates.

5 Target system countries are mainly industrialized countries.

18 Factors such as exchange rate fluctuations, increases in inbound volume, and the growth of small package volume fromsyatesiti
countries may also increase cost.

7 The formula is renegotiated at a UPU Congress every 4 years.
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The Commission recognizes that the pricing regime for the Inbound Letter Post product,
based upon the current UR formula, resulted in noncompensatory terminal dues. As a
result, domestic mailers continue to subsidize the entry of Inbound Letter Post by foreign
mailers who use the same postal infrastructure but bear none of the burden of contributing
to its institutional cost. Because UPU terminal dues rates are not equivalent to domestic
postage rates in the destination country, the Commission considers them discriminatory.
Copenhagen Economics recently quantified the impact of noncompensatory terminal dues
in a report in 2015.118

The United States has played an active role in UPU terminal dues negotiations to address

the issue of noncompensatory terminal dues. In 2012, this led to the adoption of a more
compensatory terminal dues formula which established an annual3lpercent increase in

OEA 01 OOA1I 3AOOCEAAGO OAOI ET Al AOAO OAOAT OA
effective January 1, 2014, and will continue through calendar year (CY) 2017. Continued
terminal dues increases, if accompanied by cost contradhould have a positive effect on
Inbound Letter Post revenue and cost coverage during this period.

The Commission finds that FY 2015 revenue for Inbound Letter Rastnot sufficient to

cover attributable cost. Under current circumstances, the Comnoissioes not recommend

any remedial action. However, it does recommend continued efforts to develop a more
compensatory UPU terminal dues formula for the next rate cycle (CY 2018 through CY 2021).
The Commission also recommends that the Postal Service maatio pursue bilateral
agreements that result in an improved financial position for the Postal Service relative to
default UPU rates.

b.  Quality of Service Link to UPU Terminal Dues
Despite improved cost coverage for Inbound Letter Post in FY 2015, the Pds&rvice did

170 I Agei EUA OEA DOi AOAOSO OAOAT OA8 4EEO EO

Measurement System, terminal dues can be adjusted downward if service performance
does not achieve the UP4dstablished annual qualityof-service performance targt. In FY
2015, the Postal Service did not achieve the qualtiyf-service performance target.
February 8, 2016, Response to CHIR No. 7, question 25.

Preliminary on-time service performance monthly scores from January through September
FY 2015 declined comared with the final monthly scores for the same period in FY 2014.
Id. Consequently, the Postal Service had to forego revenue in FY 2015, resulting in a larger
loss in Inbound Letter Post revenue for FY 2015 than there otherwise would have been.

In the FY 2014 ACD, the Commission directed the Postal Service to report on its plans to
improve service performance for Inbound Letter Post. FY 2014 ACD at 55. In its Response
01 OEA #1 1T EOOETT60 2ANOAOGO A& O ! AdiedOET T Al
systemic problems preventing it from achieving the UPU qualitpf-service target and its

85ee The Economics of Terminal Dues, Final Report, September 30, 2015.

O

>
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plans to address these problems!® The Postal Service identified four systemic problems:
insufficient time to process sacked letters, increasing percentages @st mail arriving in
sacks, ground handler backlog, and timing issues related to transporting mail between the
Morgan Processing & Distribution Center, and the JFK International Service Center due to
traffic. 1d.

The Postal Service noted that mail arrivig in sacks is far more difficult to process than mail
arriving in trays, and is therefore unable to meet the current Critical Entry Time (CET) of
1700. Id. It also noted that the percentage of letters and flats arriving in sacks has grown
over time. Id. at2-3. The Postal Service stated that it plans to work with the UPU to propose
changes to CETSs to account for operational practidel. at 3. It also intended to propose
amendments to the Letter Post Regulations to require posts to use proper receptacles
when sending mail and to adjust service standards for sacked mdd. In addition, the

Postal Service represented that it plans to change its transportation schedules from JFK
International Service Center to better account for traffic and to work with groud handlers

to improve handling performance atthe JFK International Service Centetd.

In response to a CHIR in this ACR proceeding, the Postal Service states that it has initiated a
Lean Six Sigma (LSS) Black Belt project to improve service performarsomres. Responses

to CHIR No. 14, question 9. It also states that it has taken steps to improve mail processing
at the JFK International Service Center, such as hourly sweeps of letter post mail,

installation of additional Radio Frequency Identification Deices, and enhanced process

and dispatch communication between the JFK International Service Center and the Morgan
Processing and Distribution Centerld. In addition, it states that it has worked with the UPU

to change the CET, which was approved in Octeb2015.1d.

The Commission understandshat significant growth in mail arriving in sacks can affect
service performance. If effectively implemented, the operational improvements discussed
should yield improved service performance, and therefore additionarevenue, for Inbound
Letter Post.

However, it is clear that the progress the Postal Service made with these plans to date has

not significantly improved service performance results. The results continue to suggest

that the Postal Service has not yet saessfully resolved the systemic factors that prevent it

from achieving the UPU qualityof-service target on a monthly or calendar year basis. This

Ai T Al OOETT EO AZEOOOEAO Ail OOAOAA AU OEA E£EAAOD
performance scores have rat the UPU qualityof-service target in only one calendar year

since enactment of the PAEA.

The Commission concludes that the 2015 preliminary otime service performance scores
indicate that systemic problems continue to prevent the Postal Service froneceiving the
i AGEI O OAOGAT OA Pi OOEAI A O1 AAO OEA 505 OAOI

9 pocket No. ACR201Responsesf the United States Postal ServiteCommission Requedisr Additional Informatiorin the Fy 2014
Annual Compliance Determinatipdune 25, 2015, at 2.

(@}
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inability to meet service performance standards exacerbates the poor financial
performance of this product.

The Commission directs the Postal Service to repathin 90 daysof issuance of this ACanh
further progress in its plans to improve etime service performance scores for Inbound Letter
Post. The Postal Service shall specifically address its progress in improving sacks processing,
in negotiating at the UPU for adjustments to the sacked mail service performance standard,
and the Lean Six Sigma Black Belt project.

C. Market Dominant International Products Consisting of
NSAs

As an alternative to default UPU rates, the Postal Service may enter into bilateral SS¥ith
foreign postal operators that include negotiated rates for some or all of thelnbound

Letter Post items. These negotiated rates are designed to improve the overall cost coverage
for Letter Post items compared with the cost coverage at default URBkes.

The Postal Service reports financial results for two inbound international products that
consist of NSAs: Inbound Market Dominant MukBervice Agreements with Foreign Postal
Operators 1 and Inbound Market Dominant Exprés Service Agreement 1. Batte included
on the Market Dominant product list. In addition, the Postal Service reports financial
results for Global Direct Entry with Foreign Postal Administrations (Global Direct Entry).
The two inbound international products and Global Direct Entry geern the entry of
Inbound Letter Post pursuant to negotiated agreements with foreign postal operators.

The Inbound Market Dominant MultiService Agreements with Foreign Postal Operators 1
product comprises eight bilateral agreements with seven foreign padal operators: the
Australian Postal Corporation, Canada Post Corporation, the China Post Group, Hongkong
Post, Korea Post, Royal PostNE% and Singapore Post. For FY 2015, the Postal Service
reports that these NSAs, collectively, generated sufficient revaa to cover attributable

cost. Response to CHIR No. 4, question 20.b.

Although revenue exceeded attributable cost for the Inbound Market Dominant Mudti
Service Agreements with Foreign Postal Operators 1 product as a whole, the Postal Service
reports that revenue for three NSAs in the product did not cover attributable cost.

The statutory test for compliance of Market Dominant NSAs is found in 39 U.S.C. 88
3622(c)(10)(A)(i) and (ii), and requires that the Commission determine whether such

NSAs improve thenet financial position of the Postal Service or enhance operational
performance. The Commission compares the cost coverage for each NSA at negotiated rates
with the cost coverage at UPU terminal dues to make the determination of net financial
benefit.

20This agreement is with the postal operator for the Netherlands.
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In response to a CHIR, the Postal Service provided financial results for each NSA based

upon default UPU rates. Responses to CHIR No. 4, question 20. For the three NSAs that did

not cover cost, cost coverage at the negotiated rates exceeded cost coveragestdudt UPU
OAOAO8 4EAOA OAOOI OO ETI AEAAOA OEAO OEA .3!10 E
position.

Inbound Letter Post at UPU terminal dues tendered as Expres and displaying the common
logo of the Expres service is authorized under Inbound Marké&ominant Expres Service
Agreement 1. This product is based on the Expres Service Agreement, a multilateral
agreement with the designated postal operators of 24 UPU member countries. For FY 2015,
Inbound Letter Post entered pursuant to the Inbound MarkeDominant Exprés Service
Agreement 1 product generated sufficient revenue to cover cost.

The FY 2015 financial results for the Inbound Market Dominant Muk&ervice Agreements

xEOE &I OAECT 071 OOAI |/ PAOAOT OO0 p DOStrdtegpA O ADPDAA
discussed in previous ACRs, of negotiating bilateral NSAs with some of the larger foreign

postal operators that exchange Letter Post items with the Postal Servig€.The Postal

Service notes that some of the recent steps it has taken to improvest@overage include

the renegotiation of the China Post Group and the Canada Post Corporation NSAs in FY

2016. Responses to CHIR No. 4, question 20.b. Over time, continued pursuit of this strategy

should improve cost coverage for Letter Post mail as a whalincluding both Inbound

Letter Post at default UPU rates and Letter Post within NSAs.

In addition, within domestic First-Class Mail, a handling charge of $0.01 per piece applies to
foreign-origin, inbound direct entry of SinglePiece FirstClass Mail (&cluding SinglePiece
Double Cards) tendered by foreign postal operators, subject to the terms of an
authorization arrangement22 The Postal Service has authorization arrangements in effect
with eight foreign postal operators. These arrangements predate theAEA, and are not
classified as a product on the Market Dominant product list. The Postal Service presents
financial results for the inbound direct entry of FirstClass Mail in the International Cost

and Revenue Analysis (ICRA) report. For 2015, the inbound direct entry of SinglePiece
First-Class Mail generated sufficient revenues to cover costs.

The Commission finds that tHabound Market Dominant MultiService Agreements with
Foreign Postal Operators 1 and Inbound Market Dominant Exprés Se#greement 1
products satisfy 39 U.S.C. § 3622.

C. Domestic Market Dominant NSAs

Domestic Market Dominant NSAs must comply with 39 U.S.C. § 3622(c)(10). That section
OANOEOAO OEAO OOAE ACOAAI AT OO AEOEAO OEI POI OA

21 Docket No. ACR2012, United States Postal Service FAB00& Compliance ReppRecember 8, 2012, at {FY 2012 ACR)
122 Mail Classification Schedyl®ection 1105.5, n.3
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PDOADPAOAOEIT 1

orOAT EAT AA OEA DPAOA&EI Oi AT AA 1T £ | AEI
E AOGDA O1 OAAOI T A

A
-1 106 AT A OEAO OEAU O1T10 A
After approving a Market Dominant NSA, the Commission evaluates it for compliance with
39USC. & occj AQj ptq8 4EA #1171 EOOEIT OAOEAxO OEA
U A A O &nonth peripds measured from the time the contract was implemented. The
Commission reviews the contract year that ended during the fiscal year covered by the
ACD.

For domestic Market Dominant NSAs, the current accepted analytical principle for

AOOEI AGET ¢ O1T1 O0i A AEAT CAO AOGA Oi OEA o1 OOAI 3
price elasticity to estimate the new volume generated by pricing incentive prograniss3

ThisDOET AEDPI A POT OEAAO &£ O Ai1 OEAAOAOGETT 1T &£ OOE
increase mail volume or to shift mail volume between products should be based on the
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In FY 2015, two domestic Market Dominant NSAs were in effect: PHI Acquisitions, Inc.
(PHI) NSA and Valassis Direct Malil, Inc. (Valassis) N8AThe Commission evaluates these
NSAs based on their performance during the following contract years:

1 PHINSA: Contract Year 1 (July 1, 2014 through June 30, 2015)
1 Valassis NSA: Contract Year 3 (August 23, 2014 through August 22, 2015)

1. PHINSA

The Postal Service implemented the PHI NSA on July 1, 2034Contract Year 1 ended on

June 30, 2015. PHI qualified fa$2,090,204 in discounts in Contract Year 1. Using the

elasticity-based accepted analytical principle, the Postal Service estimates that the PHI NSA
resulted in a net increase in contribution of $112,00026 February 17, 2016, Responses to

CHIR No 12, quesbn 15. It concludes that the PHI NSA complies with 39 U.S.C. §

opcci AQjpmqj!'q AT A OEA #1111 BROEI T80 001 Ads &9

The Commission finds that the PHI NSA met the criteria of 39 U.S.C. § 3622(c)(10)(A) in
Contract Year 1 ands encouraged byhe positive results of the PHI NSA. By incentivizing new
volumes that generate more contribution than the discounts awarded, the Agreement
improved the net financial position of the Postal Service in FY 2015.

22 pocket No. RM2019, Order Terminating Proceeding, M2y, 2011, at 1 (Order No. 738).
2YFY 2015 ACR at.38ternational Market Dominant NSAs are discussekation B. 6¢.,supra

22 Docket Nos. MC20121 and R2014, Notice of the United States Postal Service of Implementation Date for PHI Acquisitions, Inc.
Negotiated Service Agreement, July 30, 2@t4. SeealsoDocket Nos. MC20121 and R2014, Order Adding PHI Acquisitionag.
Negotiated Service Agreemetat the Market Dominant Product List, June 19, 2014 (Order No. 2097).

The Postal Service provided PHI with $2.090 million in discounts in Contract Year 1. The discounts encourage PHIMolinnesasel
thus contribution from PHI increased by $2.202 million. The increasemtribution, minus the discountgienerated a net contribution
increase of $0.112 million.
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2. Valassis NSA

The Commission approved the ValagsNSA on August 23, 20127 The contract required

Valassis to begin sending Contract Pieceisg, mailpieces eligible for contract prices) within

90 days after the effective daté28 If Valassis did not enter Contract Pieces within 90 days,

the contract required Valassis to mail at least 1 million Contract Pieces during the ensuing
12-month period. Id. The contract included a requirement that Valassis pay the Postal
SAOO0OEAA A Apnmnhmnn OOOAT OAAOEI T EAARSG EE | AEI
period. Id.

Valassis did not meet the 1 million Contract Pieces threshold for any contract year. FY 2015
ACR at 5354. The Valassis NSA is currently not operating in any market and there are no
plans to initiate mailing Contract Piecesld. The Postal Serice collected the $100,000
transaction fee on September 21, 2015d. at 54.

The Valassis NSA has completed its final contract year; therefore, no action is necessary.

D. Nonpostal Services

In FY 2015, Market Dominant nonpostal servicés® generated $75 million in revenue and
incurred $13 million in expenses, which resulted in a net revenue of $62 million. FY 2015
ACR at 71. This figure represents a 13 percent increase compared to FY 2014.

E. Other Issues
1. Metered Letter Prices

Several commentes address the price differential between Stamped and Metered Letters
and the Metered Letters price in general. As in previous years, Pitney Bowes Inc. (Pitney
Bowes), the National Association of Presort Mailers (NAPM), and Stamps.ééhassert that
the introduction of a separate price for Metered Letters has been a success. Pitney Bowes
Comments at 67; NAPM Comments at 3; Stamps.com Reply Comments &t They

support the differential between Stamped and Metered Letters and support increasing the
differential in the future.Id.

T Docket Nos. MC20124 and R201:8, Order Approving Addition of Valassis Direct Mail, Inc. Negotiatatc8ekgreement to the Market
Dominant Product List, August 23, 2012 (Order No. 1448).

28 pocket Nos. MC201P4 and R201-8, Notice of the United States Postal Service of Filing of Contract and Supporting Data and Request to
Add Valassis Direct Mail, Inc.d¢diated Service Agreement to the Market Dominant Product List, April 30, 2012, Attachment B, at 3 (Valassis
NSA Notice).

2The two Market Dominant products are Alliances with the Private Sector to Defray Cost of Key Postal Functions andSateksblicket
No. MC201e4, Order Approving Mail Classification Schedule Descriptions and Prices for Nonpostal Service Products, Decembett 41, 2012, a
(Order 1575).

% comments of Pitney Bowes Inc., February 2, 2016 (Pitney Bowes Comments); Comments of the National Association of Bresort Mail

February 2, 2016 (NAPM Comments); Reply Comments of Stamps.com, February 12, 2016 (Stamps.com Reply Comments).
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2. FirstClass MaiProductCost Coverage Disparity

As in previous ACR proceedings, Pitney Bowes, the National Postal Policy Council
(NPPC)31 and NAPM express concern about the high cost coverage of Fi@&ass Presorted
Letters/Postcards. These commenters contend that the relative cost coverage and unit
contribution of First-Class Presorted Letters/Postcards is too high when compared with
Single-Piece Letters/Postcards. Pithey Bowes Comments at® NPPC Comments at-8;
NAPM Comments a2-3. NPPC suggests an alternative pricing approach. NPPC Comments
at 9. NAPM argues that the Postal Service should reduce prices on Presort letters because
Presort letters are more profitable and price sensitive than Singt€iece letters. NAPM

cwwmma@osAoEOTAU~"Ton ATTOATAO OEAO iLxAOELQ
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The Pastal Service defends its pricing of FirsClass Mail products by providing a rationale
for its pricing approach. USPS Reply Comments at-16. In support of the Postal Service,
the Greeting Card Association (GCA) notes that the Commission has addressesliggue in
past ACDs and that the commenters raising this issue have not shown a change in
circumstances that would cause the cost coverage differences between Figdass Mail
products to be considered a compliance issug?2

The Commission has previouslgted that one objective of the PAEA is to allow the Postal
Service pricing flexibility, subject to the inflatichased cap and that this flexibility can be

used to apply noruniform price adjustments within a class. See FY 2012 ACD at 82; FY 2013
ACD at 7QFY 2014 ACD at 68; see also 39 U.S.C. § 3622(b)(8). The Commission continues to
encourage the Postal Service to balance its own needs with those of its customers.

3. Discount for Automation Bigit Letters

Pitney Bowes, NPPC, and NAPM contend that the pd&sstigh of avoided cost for

Automation 5-Digit Letters penalizes users because it is too low and sends inefficient

pricing signals. They urge the Commission to require the Postal Service to set passthroughs

at, or as close as practicable to, 100 percentibfe cost avoided. Pitney Bowes Comments at

3-6, Pitney Bowes Reply Comments at4, NPPC Comments at@, NAPM Comments at-3.

O$T ETC Ol xi Ol A POIT I 1T OA AEEZEAEAT AUh 11T xA0O OEA
encourage the retention and growth ofitsth OO0 D OT £ZEOAAT A DPOT AOAOO806
Comments at 3.

The worksharing requirements of Title 39 impose a ceiling but not a floor on passthroughs.

See 39 U.S.C. § 3622(e)(2). The Commission notes that passthroughs below 100 percent send
inefficient price signals to mailers. Therefore, it encourages the Postal Service to adjust
discounts to bring passthroughs closer to 100 percent. The Commission, however, recognizes

13 Comments ofhe National Postal Policy Council, February 2, 2016 (NPPC Comments).

%2 Reply Comments of the Greeting Card Association, February 12, 2016, at 3 (GCA Reply Comments).



Docket No. ACR2015 -77-

that the PAEA gives the Postal Service pricing flexibility and encourages it to balémosvn
needs with those of its customers.

4. Commercial and Nonprofit Products

ACMA asserts that the inclusion of nonprofit mail in the Standard Mail Flats product
decreases the overall cost coverage. ACMA Reply Comments at 6. ACMA argues that
Standard MailFlats and Carrier Route should be viewed as one product and that nonprofit
components of the combined product should be removed before setting prices and
assessing compliancdd at 13.

The ACD is not the proper forum for the Commission to considermgstiethodology and
product list issues. Should ACMA wish to pursue its inquiry further with a fully supported
proposal, it may petition the Commission to consider such issues in another proceeding.
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CHAPTER €OMPETITIVE PRODUCTS

A. Introduction

In this chapter, the Commission review£ompetitive products to determine whether any
rates or fees in effect during FY 208 were not in compliance with 39 U.S.C. § 3633, which:

1 Prohibits subsidization of Competitive products by Market Dominant products:
39 U.S.C. 8633(a)(1)
1 Requires that eachCompetitive product cover its attributable cost 39 U.S.C.
§3633(a)(2)
1 Requires that, collectively Competitive products cover an appropriate share of the
01T OOAT 3AOOEAAGOUET. @AHHNHOET 1 A1 AT 00
The principal FY 205 findings for Competitive products are:

1 Revenues, as a whole, exceeded incremental costs. Thus, Competitive products were
not subsidized by Market Dominant products during FY 2015, thereby satisfying
39 U.S.C. 8633(a)(1).

1 Revenuedor six Competitive productsdid not cover attributable costs and
therefore did not comply with 39 U.S.C. 8633(a)(2). The Competitive products that
did not cover attributable costs are Priority Mail Contract 135; Parcel Return
Service Contrat8; International Money Transfer ServicgIMTS)? Inbound; IMTS?
Outbound; Inbound Parcel Post (at UPthtes);and Inbound Air Parcel Post (at non
UPU rates) The Commission orders the Postal Service to take corrective action.

9 #7111 AAOEOGAT Uh #1711 bAOEOEOA DPOT AOGAOO OAOEOEE
contribution regulatory requirement. See39 C.F.R. § 3015.7(c). As a result,
Competitive productssatisfied 39 U.S.C. § 3633(a)(3) during FY 2015.

B. CrossSubsidy Provision: 38.S.C.
§3633(a)(1)

In Docket No. RM201&4, the Postal Service proposed using an incremental cé$tmodel to
test whether Market Dominant products subsidize Competitive product$34 Under this
model, the Postal Service estimates incremental costs for Compete domestic products at

%% |Incremental costs are the additional costs incurred by a firm for providing a sgeoifiact or set of products.

¥ Docket No. RM2018, Petition of the United States Postal Service Requesting Initiation of a Proceeding to Consider Proposed Changes in
Analytic Principles (Proposals Twetyo ¢ Twentyfive), Proposal Twentiwo, October 232009 (RM201€4 Petition).
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the cost component level and adds these estimated costs to determine the systivel
incremental costs!3%

The Postal Service considered the incremental cost model to be an improvement over the
then-current method of aggregating he attributable costs of Competitive products as a
group. SeeOrder No. 399 at 2see alsiRM2010-4 Petition, Proposal Twentytwo at 1.

Under its proposed methodology, the Postal Service aggregate¢hree cost categories:
incremental costs forCompetitive domestic products, attributable costdor Competitive
international products,136 and Competitive group-specific costs. FY 2015 ACR at 64. The
Commission approvedhis hybrid incremental cost methodology.Order No. 399 at 35, 14.

In its order approving the methodology, the Commission noted that if marginal costs

decline continuously, incremental costs will be greater than attributable costsd. at 3-4.
Postal Service operations exhibit such declining marginal cost curves, especially in delivery.
Because incemental costs are greater than attributable costs, using incremental costs
raises the Competitive product cost floor when testing for crossubsidies. Therefore, the
incremental cost model provides a more rigorous test for determining compliance with 39
US.C. § 3633(a)(1) than the attributable cost coverage requirement of 39 U.S.C.8§
3633(a)(2).

In FY 2015, the hybrid incremental costs of Competitive products wail2.2 billion andthe
total revenues of Competitive products wa$16.4 billion. FY 2015 ACR &5. Accordingly,
in FY 2015, revenues fromCompetitive products exceedd the hybrid incremental costs!37
The Commission finds Competitive products sa#idf39 U.S.C. § 3633(a)(ir) FY 2015

C. ProductCost Coverage Provision: 39 U.S.C.
§ 3633(a)(2)

Section3633(a)(2) of Title 39 of the U.S.C@equires the revenue foreachCompetitive
product to cover attributable cost. Below, the Commission discusses the FY Bdinancial
performance for five separate @mpetitive product groupings:

1 Competitive domestic prodicts with rates of general applicability
1 Competitive domestic products consisting ohegotiated service agreements
(NSAs}s38

%8 pocket No. RM2018, Order Accepting Analytical Principles Used in Periodic Reporting (Proposals-Twerthyough TwentFive),
Januan?27, 2010, at 2 (Order No. 399).

% Order No. 399 established thitternational Competitie mail would use attributable costs instead of incremental cbstsause the latter
are not available for international product®rder No. 39%t 3.

%" The Public Representative also concluthes revenues fronCompetitive products exceed the FY 2015 fy/bicremental costs.
PRComments at 553.

138 As discussed in Chapter 3, an NSA is a written coritetateen the Postal Service and a mailer, to beffact for a defined period, which
provides for customespecific rates or fees and/or terms of servineaccordance with the terms and conditions of the contr&ee39 C.F.R.
§3001.5(r).
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1 Competitive international products with rates of general applicability
1 Competitive international products consisting ofNSAs
1 Competitive non-postal services

1. CompetitiveDomestic Products with Rates of
General Applicability

In FY 2015, there werel2 Competitive domestic products with rates of general

applicability: Priority Mail Express; Priority Mail; Parcel Select; Parcel Retur8ervice;
First-Class Package Service; Standard Post; Address Enhancement Services; Greeting Cards,
Gift Cards, and Stationery; Competitive Ancillary Services; Premium Forwarding Service;

Post Office Box Service; and Shipping and Mailing Supplies.

In FY 25, every Competitive domestic product with rates of general applicability covered its
attributable costandthereby satisied the statutory requirements of 39 U.S.C. § 3633(a)(2).

2. CompetitiveDomesticProducts Consisting of
Negotiated Service Agreements

As shownin Table VA1, in FY 2015 there were200 Competitive domestic products
consisting ofNSAs
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Table V1
Competitive Domestic NSA Products in Effect During FY 2015

Competitive Domestic NSA Product Groupings Number of Product
FirstClass Packadgervice Contracts 34
Parcel Return Service Contracts 8
Parcel Select & Parcel Return Service Contracts 2
Parcel Select Contracts 9
Priority Mait Non-Published Rat@Contracts 1
Priority Mail & FirstClass Package Service Contracts 7
Priority MailContracts 106
Priority Mail Express & Priority Mail Contracts 12
Priority Mail Express Contracts 17
Priority Mail Express, Priority Mail & FiStass Package Service Contracts 4
Total 200

4With the exception of NSAs entered into under the Priovigilt Non-Published Rates (NPR) product, each Competitive domestic NSA is
separate product.

®The Priority Mail NPR product allows the Postal Service to enter into Priority Mail NSAs without filing the agreements with the Commi
for pre-implementationreview.

* The Postal Service did not provide contract speedlame, revenue, andost data for specific Competitive domestic NSAs in effect in
FY2015. The Postal Service did not provide contract specific data for 31Ckisst Package Service NSAs, where the NSA partner paid pub
rates, and 31 Competitive domestic NSAs, whbaezd was no mail volumé&X | A NNhfoyngtidn Requesho. 4, January 15, 2016, questior
23 (CHIR No. 4); Responses of the United States Postal Service to Questions2 ¥ / K ANX I yQa Ly F2N¥YIF GAZ2Yy
question 23 (Responses @HIR No. 4). The Competitive domestic NSAs for which there were no mail volume includeClagsBackage
Service contract; two Parcel Return Service contracts; a Parcel Select contract; 21 Priority Mail contracts; two PtiBrxfyrédai& Priority
Mail contracts; three Priority Mail Express contracts; and a Priority Mail Express, Priority Mait@d3ssPackage Service contrédtt.

Source: Library Reference USPB1§NP27 December 29, 2015; Notice of the United States Postal Service offFiRegised Version of USP
FY15NP27-- Errata, February 8, 201Responses to CHIR Nogdiestion 23

a.  Attributable Cost Coverage

Section 3633(a)(2) of Title 39 of the U.S.C. requiremch Competitive domestic NSA
product to cover its attributable cost.The Commission finds thatall but two Competitive
domestic NSAs covered theiattributable costs and complied withthis statutory
requirement. The Competitive domestic NSAs that did not cover their attributable costs
were Priority Mail Contract 13513 and Parcel Return Service Contract 8.

In response to CHIR No. 7, the Postal Service reports that it evaluated these contracts and is
in discussions with its contract partner to determine whether Priority Mail Contract 135
should beterminated. February 8, 2016, Responses to CHIR No. 7, question 29.

Additionally, the Postal Service reports that there may be a shift in the characteristics of the
parcels shipped under Parcel Return Service Contract 8 and that, based on those changes,
the contract started to cover its cosbased on recent Quarter 1 FY 2016 datkd.

%Py 2015 ACR at 66. In the FY 2015 ACR, the Postal Sgfvid@ NNB O f & &G (54 ((Rdcket No.tCRIOEEIIPBfailEd a | A f
to cover attributablecosts.ld. In its response to CHIR No. 7, the Postal Service states that the correct reference is to Priority Mail Contract 135
(Docket No. CP201809), not Priority Mail Contract 35, as it originally statedeResponses of the United States Postal iBerio Questions -1

15,170 2F / KFANXYIFYyQa LYF2N¥YIFGA2Y wSljdzSad b2d 73X CSONHzZ NE yI HnamcX

/2y

lj dzg
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The Commission finds th&riority Mail Contract 135 and Parcel Return Service Contract 8

were not in compliancevith 39 U.S.C. § 3633(a)(#) FY 2015The Postal Servicaated that

it will either amend or terminate the contracts as appropriat&he Commission directs the

Postal Service to report withir80 daysof issuance of this ACBn the result of the Postal

SAOOEAAGO AOAI OAOGET T AT A @eidtendsitoaRdA AOEOA AAOQEI
b. Postaf S NIJUs©@EASsamptions in it€osting Models

In determining whether Competitive domestic NSAs are in compliance with 39 U.S.C.

83633(a)(2), the Commission reviews the costing models the Postal Service uses to

determinethA OA DPOT AOAOOG AOOOEAOOAAI A Al 0008 &1 O OE
is essential that the Postal Service accurately note, describe, and source the assumptions it
O0AO8 )1 OAODPI T OA O Ox1 #EAEOI AT80 cpl &£ Of AGE
provides additional explanation regarding various assumptions that it used to determine

attributable costs for specific Competitive domestic NSA4? This additional explanation

provides the Commission with a better understanding regarding the nature ohe

assumptions, the sources of the assumptions, and the decisiaraking process that led to

the assumptions used.

INnFY2015AA0AA 11T EOO OAOEAx 1T £ OmdComiissionkihds 3 AOOEA,
the various assumptions employed by the PoSalvice to be reasonable and justified
estimates. Where the Commission has identified potential sensitivities, the Postal Service has
provided sufficient explanation to support its use of specific assumptions. In the future, the
Postal Service should stevto develop actual data for use in NSA cost models.

C. t2adlt { SNIWA OSDatainjtsaCostiy T t I NI /

Models

4EA 01T OOAT 3AOOEAAS8O OAIT EATAA 11 DPAOOEAI UAAO
in a mis-estimation of cost. To determine whelher Competitive domestic NSAs were in
compliance with 39 U.S.C. § 3633(a)(2), the Commission reviews the costing models that
Ai 1T OAET OEA AAI AOI AGETT 1T &£ OEAOA pPOiI AOAOOGE AO
completeness of the cost models are key ttompliance determinations, it is essential that
the cost models reflect operations. When possible, cost should reflect the entire contract
year to avoid any bias resulting from the use of incomplete or inaccurate data. In its
responses to CHIRs, the Post8kervice explains its use of partial year data for specific

Competitive domestic NSA&4! Its explanations contain additional information regarding
the decisionrmaking process for the use of partial year data.

1 seeResponsesf the United States Postal Service to Questioffs 810, 12, and 1Ay 2 F / K| A NidAIRgymest No. ¢, F 2 NI |
Januan?9, 2016, questions 228 (Januarg9, 2016, Responses to CHIR No. 6); and Responses of the United States Postal Service to Questions
10 2F / KFANXIYQa LYF2N¥YIGA2Y wSljdzSa40 b2®o.g)X CSOoONHzZ NBE mMn3IX uwnamcs |jdzSai

1 January 292016, Responses to CHIR No. 6, question 22; Responses of the United States Postal Service to Ques@iofis 1/ K A NXY | y Q&
Information Request No. 10, February 12, 2016, question 3 (Responses to CHIR No. 10); and Responses ofStaddritestal Service to
Questionsdn 2F / KIANXIYy Qa8 LYyFT2NXVIGAZ2Y wSljdzSad b2d mcI CSONHzZ NB HdDI HAamcZ
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Although a complete year of data is preferrdtA OAA 11 EOO OAOEAx 1 £ OE
responsesOEA #1711 1 EOOEI T £Z£ET A0 OEA 01 ©6WVIA0158FOOEAAG C
acceptable Where the Commissionasidentified potential sensitivities, the Postal Servibas

provided sufficient explanation to support its use of partial year dat@io improve the quality,

accuracy, or completenesstife0 | OOAT 3 AO0OOEAAS8O Al OOET ¢ AAOAR (
Postal Service to pursue measurespmvide one fullyear of data to estimate costé the

future.

d. IncompleteNegotiated Service Agreement Financial Data

Commission regulations require the Postal Servia® file datathat allow the Commission to
evaluateeach Competitivedomestic NSA for compliance with39 U.S.C8 3633(a)(2) . See39
C.F.R. 8 3050.21(g)(2However, the Postal Service did not provide total volumegvenue,
and cost data forall Competitive domestic NSA¢hat were in effect during FY2015.142

The Postal Service notethat 31 First-Class Package Service macts in effect during

FY 2015 paid published, not discounted, prices and that the sole purpose of the contracts
was to allow partners to use the PC Postage payment method during a time when it was not
authorized for First-Class Package Service ratés The Postal Sevice further explains that,

as of January 27, 2013, PC Postage became an authorized payment method for-Eilass
Package Service and, therefore, these types of FiSlass Package Service contracts are no
longer required. Responses to CHIR No. 4, questi23. The Postal Servicestates that for

these reasons, idid not track 31 First-Class Package Service NSA produdts.The Postal
Service explains that lecause the mail was entered at published rates, data entered by
mailers for these products are inalided with all other First-Class Package Service data.

The Commission recognizes the unique status of these-Blsss Package Service NSA

DOl AOGAOOG AT A AAAADPOO OEA 01 iGnarcial dafawithEh@ A5 O OAO
First-Class Package Service product in this limited instance. However, the Commission is

required to review each NSA product to determine compliance with 39 U.S.C. § 3633(a)(2).
Therefore, for those Competitive domestic NSAs that i@ot active or are paying published

rates, the Postal Service should file a notice of termination to remove the agreement from the
competitive product list}44 Furthermore, the Commission directs the Postal Service to identify

each NSA product that had nmailpieces shipped under the respective contraatisen it files

future ACRs

1“2 CHIR No. 4uestion 23seeResponses to CHIR No. 4, question 23

“*Responses to CHIR No. 4, questionT2@ Postal Service also notes that 31 Competitive domestic NSAs had no mailpieces shipped under the
respective contracts in FY 2018.It further notes that the revenue, volume, weight, and attributable costs data for contracts of five products

were inclided ina subsequent contract with the same customier! RRAGA 2yt f 82X GKS tz2adlt {SNBAOS ailrasSa
weight, and attributable cost data were reported under a nearly identical contract with the same pddn@ansequentlyfor those six

products, the Postal Service provided the financial data with the corresponding contract with the same mailer that veas iim Eff 2015. The

Postal Service notes that the revenue, volumeight, and attributable cost data for one prodwegre reported under a contract with a

different customerthe result of a typgraphical errowhen the Postal Service entered the contract into a tracking workbdon February

8, 2016, the Postal Service filed a corrected list of Competitive donS#s. February 8, 2016, Responses to CHIR No. 7, question 28.

““Seee.g, Docket No. CP2042D, Notice of the United States Postal Service of Termination of Global Reseller Expedited Package Contracts 1

Negotiated Service Agreement, September 30, 20hdé.Commission notes that the 3ir§t-ClasPackageServiceNSAs where the Postal
Service reports that the NSA partner paid published rates expired in FY 2015 or in Quarter 1 of FY 2016.
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3. CompetitivelnternationalProducts with Rates of
General Applicability

Ten Competitive international mail products haverates and fees of general applicability

Outbound International Expedited Services

Outbound Priority Mail International

Inbound Parcel Post (at UPU rates)

Outbound SinglePiece FirstClass Package International Service
International Surface Airlift

International Priority Airmail

International Direct Sacks® M-Bags

IMTS? Outbound

IMTS? Inbound145

International Ancillary Services46

=4 =2 =4 -4 -5_-9_48_48_4_-2

The Commissiorfinds that all but the following products satisfied 39 U.S.C. 8633(a)(2):
IMTS? Outbound; IMTS? Inbound; Inbound Parcel Post (at UPU rates); and the Outbound
Competitive International Registered Mail component of the International Ancillary
Services product.

a. International Money Transfer Service

Revenues for both the IMT$ Outbound and IMTS Inbound products were less than
attributable costs in FY 2015. The Postal Servieetes issues with both costs and revenues
for these products in FY 201847 The Postal Serviceoreviously observed that the products
(dhave] a long history of challenges associated with determininfiheir] attributable costs

x EQOE Al 14mmhdPostal feBcéd reports that only sevenin-Office CostSystem (IOCS)
tallies were recorded for both IMTSproducts combined4® The Postal Service data systems
produce a95-percent confidence interval range of 27 percent to 195 percent for FY 2015
cost coverages0

“5IMTS Inbound consists of a series of bilateral and multilaterabagrents withforeignpostal gerators.

146 The Competitive International Ancillary Services product consists of the following Special Services: InternationakQerifaiting,
Outbound Competitive International Registered Mail, International RetureiRgdnternational Insurance, and Customs Clearance and
Delivery FeeMail Classification Schedue2615.

14T SeeFY 2015 ACR at-68.

“8Docket No. ACR2014, Responses of the United Stated Bestice to Questions2, 3ab, 3d,4, 6, 7ae, 89, and 1tHm 2F [/ K ANX I yQa
Information Request No. 1, January 16, 2015, question 4.

“*The IOCS collects data on the proportion of time spent by an employee performing various functions on different mail praguetses.
These proportions of time are udeéo estimate the costs of such products or servieeg.(the time city carriers spend in a delivery post office
A2NIAYy3a YIFEAfOd ac¢lkffe dGF1SNBRéE O2ffS0OG GKS GAYS RIGLFT &2 adlftAsSas

150 Responsesf the United States PostSlervice to Questions-14 of Chairma® Information Request No. 2, January 15, 2016, question 10.a
(January 15, 201®esponses to CHIR No. 2).
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Concening the revenues for the IMTS products, the Postal Service further explains that
there was a large adjustment for IMTS Inbound that boosted revenue in FY 2014, with no
corresponding FY 2015 adjustmentld. question 10.b. Additionally, the Postal Servicstates
that there was a material decrease in the volume of money orders from the largest source
country, leading to a further decrease in revenueéd. The Postal Service also states that
rates for IMTS Outboundincreased on January 17, 2016, which shoulcelp to address
OEA DPOT AOGAOGBO AT OO AT OAOACA8 &9 c¢mpu !'#2 AO ¢
In the FY 2014 ACD, the Commission directed the Postal Service to report on developing

attributable costs for IMTS products based on alternatives to IOCS methodology.The

Postal Service respnded with a proposed change in the methodology for developing

volumes andattributable costs152 The Commission approved this proposal, with minor

changes, in Docket No. RM20153.153 In response to CHIR No. 2, question 10.c, the Postal

Service provided a spreadsheet for the methodology, updated for FY 2015. January 15,

2016, Responses to CHIR No. 2, question 10he Commission expects the Postal Service

to provide this spreadsheet anually.

The Public Rpresentative observes thathese products failed to cover costs, but
AAET T xI AACAO OEAO OEA 01 OOAI 3AOOEAA OAOBIT AA
ACD directives. PR Comments at 834. The Public Rpresentativealso notes tha the

Postal Service has increased IMPSOutbound prices, and believes thighwcrease may help

improve cost coverage in FY 2016d. at 54. In its reply commentsthe Postal Service

assertsthat the recent price increase for competitive services, effectivaduary 17, 2016,

satisfactorily addresses the belowcost situation for IMTS? Outbound.154 USPSReply

Comments at 19.

Pricing solutions are not immediately available folMTS? Inbound because it comprises
several bilateral agreements and is unlikely to coverast givencurrent revenue andcost.

The Commission finds that the IM7SOutbound and IMTS Inbound productswere not in
compliancewith 39 U.S.C. § 3633(a)(®) FY 205. The Commission directs the Postal Service
to report within 90 daysof issuance of this ATon the obstacles to exiting or renegotiating

the agreements that comprise thé1TS Inboundproduct. ThePostal Servicenust discuss

the impact of theFY2016 price change focost coerageof IMTS Outboundin the FY 2016
ACR.

¥1pocket No. ACR2014, Ann@impliance Determination Report for Fiscal Year 20Match 27, 2015at 76(FY 2014 ACD).

52 pocket No. ACR201Responses of the United Statesstal Service to Commission Requests for Additional InformBgigarding IMTS and
EPG in the FY 2014 Annual Compliance Determination, June 30a2@175

%3 pocket No. RM20143, Order No. 2825Qrder Approving Analytical Principles Used In Periodic Reporting (Proposal Five), November 19,
2015

1% Reply Comments of the United States Postal Service, February 12, 2016, at 19 (USPS Reply Comments).
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b. Inbound ParcelPost (at UPU ratgs

Inbound Parcel Post is a combination of two former products: Market Dominant Inbound
Surface Parcel Post, which was transferred to the competitive product list in FY 203134,
and Competitive Inbound Air Parcel Post. Inbound Pagt Post (at UPU rates), like its
predecessor products, has rates (known as inward land rates) set by the UPU.

Inbound Parcel Post (at UPU rates) did not cover its cost in FY 2015. The Postal Service
explains that it cannot change the rates set by the URIdilaterally but is negotiating with
postal operators to eliminate the need to secure signatures upon delivery, thereby
removing costs and improving cost coverage. FY 2015 ACR at 67. The Postal Service also
states that unexpected nortransportation cost increases associated with parcels from
transition system countries!>6 contributed to decreasing cost coverage. Responses to CHIR
No. 4, question 21.c.

Inward land rates also provide bonuses for meeting certain required service features. The
Postal Serviceconfirms it met all required service features and therefore did not forfeit any
revenue for Inbound Parcel Post (at UPU rateg) FY 2015. January 15, 2016, Responses to
CHIR No. 2, question 12.

The Public Representative notes that the two predecessor pdacts (Inbound Surface

Parcel Post and Inbound Air Parcel Post) both covered their costs in FY 2013 and FY 2014.
PR Comments at 5465. The Public Representative also notes that the Commission has
approved previous changes in rates for Inbound Parcel Posat(UPU rates)ld. at 55. The
Public Representative concludes that this product requires special attention by the Postal
Service and close monitoring by the Commissioid.

In its reply comments, the Postal Servicstates that it cannot change Inbound Pael Post
rates unilaterally and, absent other incentives to negotiate rate increases for this service, is
constrained in negotiations with other postal operators by the fact that other posts can
insist on resorting to default UPU ratesUSPS Reply Comment 20. Additionally, the

Postal Service states that it isontinuing to work on cost reduction efforts.Id.

The Postal Service also notes that there are a low number of IOCS tallies for Inbound Parcel
Post. FY 2015 ACR at 67. In response to a CHIR, tbst&l Service clarifies that there were

201 I0CS tallies for Inbound Parcel Post in FY 2015, and that the 95 percent confidence
interval of cost coverage ranged from 90 percent to 104 percent. Responses to CHIR No. 4,
guestion 21.a. Based on the CRA cositd, the Commission determines that this product

did not cover its cost.

The Commission finds that the Inbound Parcel Post (at UPU rates) product was not in
compliance with39 U.S.C. § 3633(a)(#) FY 2015The Commission directs the Postal Service

%% Docket No. MC20128, Order No. 260, Order Approving Product List Transfer, August2[®4, at 8.

%8 Transition system countries are mainly developing countries.
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to report within 90 daysof issuance of this ACah the status of its negotiations to remove the
need to secure signatures upon delivery. The Commission also recommends that the Postal
Service enter into bilateral agreements with foreign postal operators wittes that are

above default UPU rates to improve the net financial position of the Postal Service.

C. InternationalAncillaryServices

In FY 2015.the International Ancillary Services product covered its cost>” One of its
components, Outbound Competitive International Registered Mail, did not cover its cdsé.
The Postal Service states that this is the result of correcting an error in the IOCS calculation
of previous years. FY 2015 ACR at 68. The Postal Servilse atates that it is examining
whether pricing solutions would solve this matter.ld.

The Postal Service confirms in a response '0CHIRthat it is required to provide a
Registered Mail service for outbound items, so it cannot stop offering this service
Responses to CHIR Nd, question 22.

Like Inbound Parcel Post(at UPU rates)there are fewlOCS talliedor Outbound
Competitive International Registered Malil. In response to @HIR the Postal Service
clarifies that there were 27 10CSallies for Outbound Competitive International Registered
Mail in FY 2015. February 8, 2016, Responses to CHIR No. 7, question 26. Based cGRiAe
costing data, the Commission determines that this component of International Ancillary
Services did not cover its cost.

The Commission directs the Postal Service to report within 90 dafyissuance of this ACanh
the results of its examination of pricing solutions for Outbound Competitive International
Registered Mail and what steps it plans to take to improve cost coverage.

4. CompetitivelnternationalProducts Consisting of
Negotiated Service Agreements

Competitive international mail also includes products with rates and feesot of general
applicability that are established pursuant to one or more NSA3hese agreements often
require a minimum volume and/or revenue commitment by mailers or foreign postal
operators in exchange for reduced rates from the Postal Service.

In general, each international NSA is classified as a separate Competitive prodi€iThe
Commission must evalate each international NSA for compliance with 39 U.S.C.
§3633(a)(2), which requires that the revenue foreach product cover attributable cost.

*"Inthe FY 2015 ACR, the Postal Service reploat this product did not cover cost because of Outbound Competitive International

Registered Mail. FY 2015 ACR at 68. Tlk&aP8ervice later clarified that it undegported revenue fothis component. Correcting this error
AYONB I &SR (i Kdstcov&ragy anig iy thedst cAverage of International Ancillary Services abqerdd February 8, 2016,
Responses to CHIR No. 7, question 26.

PeKS tdoft A0 wSLINBaSyildl GABS5Qa O2 Y vbiessehy the/PosiakJedl S QHE REGE A SRR TFO2 X WIAWS Y

% pocket No. RM2001, Order No. 430rder Establishing Ratemaking Regulations for Market Dominant and Competitive ProdtmierO
29, 2007, 112177 and 3001.
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At the request of the Postal Serviceandto address administrative concerns involving
product reporting and classification on thecompetitive product list, the Commission
permitted the grouping of functionally equivalentinternational NSAs Such grouping of
functionally equivalent NSAs was perntted with the express understanding that each NSA
within a product must cover its attributable cost16° Such functionally equivalent
international NSAs arealso collectively evaluated as a product focompliancewith 39
U.S.C. 8633(a)(2).

The Postal Serwe reports volume,revenue, and cost data on eac@ompetitive
international NSA.For FY 205, it provides such data on269 international NSAs, of which
250 include negotiated rates for outbound mail andL9 include negotiated rates for
inbound mail. The financial results for Competitive outbound and inbound international
products consisting of NSAs are discussed below.

a.  Competitive Outbound International Products Consisting
of NegotiatedService Agreements
Competitive outbound international products with negdiated rates are classified on the

competitive product list. Table I\-2 shows the FY 205 category for each of thes@roducts
for which the Postal Service reported FY 2015 financial resulf§l

160See, e.g., Docket Nos. CP2@4] CP201-B5, CP201-B6, CP201-B7, CP201-38, Order Approving Five Additional Global Expedited
Package Services 3 Negotiated Service Agreements, December 1, 2010, at 5 (Order No. 601).

161The Postal Service does not report FY 2015 financial results for the following Competitive outbound arterpatiducts: Global Direct
Contracts 1, Global Bulk Economy Contracts, GREPS 3, R, GEPINPR 3, Priority Mail International Regional Rate BoXBR, and
Priority Mail International Regional Rate Boxd$PR. These products had no activity in F\620 in many instances have been superseded
by products of a similar nature. The Postal Service should remove products that will not be used in the future from tbeliptedu
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Table /2
Competitive Outbound International Products b@ategory (FY 2015¥
Category Name
Global Expedited Package Services (GEPS) Cor GEPS 3
GEPS NPR 4
GEPS NPR 4.2
Global Expedited Package ServicfPR GEPS NPR 5
GEPE8 NPR 6
GEP8 NPR 7
Global Plus 1C
Global Plus Contracts Global Plus 2C
Global Reseller Expedited Package Service (GRE
GlobalReseller Expedited Package Contracts GREPS 2
GREPS 4

Source: Library Reference RRREACR2015/NP2.

In FY 2015, the Commission concludes that Competitive outbound international products
consisting oNSAs satisfied 39 U.S.C. § 3633(a)(2) because revenue exceeded attributable
costs for each.

The Postal Service also reports financial results for each outbound international NSA
within these products. For FY 2015, these results show that each of the 25Gtibound
international NSAs generated sufficient revenue toover their attributable cost.

b.  Competitivelnbound International Products Consisting of
Negotiated Service Agreements
As with Competitive outbound international products, Competitive inbound interrational
products with negotiated rates are classified on theompetitive product list. Table I\+3

shows the Competitive inbound international products for whichthe Postal Service
reported FY 2015financial results 163

%2 This table presents the outbound international products by product catedorsome cases, the product name is the same name as the
product category.

%3 The Postal Service doest report FY 2015 financial results for four Competitive inbound international products: International Business
Reply Service Competitive Contract hdand Direct Entry Contracts with Customers, Inbound Direct Entry Contracts with Foreign Postal
Adminigrations, and Inbound Direct Entry Contacts with Foreign Postal Administratidiede products had no activity in FY 2015 and in

many instances haveeln superseded by products of a similar nature. The Postal Service should remove products that will not be used in the
future from the product lists.
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Table 13
Competitive Inbound Interational Products by Category (FY 20%%)

Category Name
International Business Reply Service International Business Reply Service
Competitive Contracts Competitive Contracts 3
Inbound EMS Inbound EMS 2
Inbound Air Parcel Post (at ndsPU rates) RoyalMail Group Inbound Air Parcel Post Agreemg
Inbound Competitive MultBervice Agreement (Same)
with Foreign Postal Operators 1

Sourcelibrary ReferencBRGLRACR2015/NP2.

The Postal Servicealsoreports financial results for each NSA within the Competitive

inbound international products. Ofthe 19 NSAs sevenwere included in the International
Business Reply Service Competitive Contracts 3 produto in the Inbound EMS2

product, onein the Inbound Air Parcel Post (at noAJPU rates) product, andiine in the
Inbound Competitive Multi -Service Agreements with Foreign Postal Operators 1 product.
Negotiated rates for each of thd9 NSAs generatedufficient revenue tocover their

attributa ble cost in FY 205. With the exception of Inbound Air Parcel Post (at notuPU

rates), the Commission concludes that Competitive Inbound International Products
Consisting of NSAs satisfied 39 U.S.C. § 3633(a)(2) because revenue exceeded attributable
costsfor each.

C. Inbound Air Parcel Post (@n-UPU rates)

For Inbound Air Parcel Post (at noAJPU rates), the Postal Service separately reports
financial results for parcels from Royal Mail and collectively from several other European
postal operators that areparties to the Agreement for the Delivery of DayCertain Cross
Border Parcels E-Parcel Group (EPGAgreement).Inbound air parcels from Royal Mail are
entered pursuant to the Royal MailGroup Inbound Air Parcel Post Agreement, which is
classified as a prduct on thecompetitive product list.165 Bilateral agreements for the entry
of inbound air parcels from postal operators in the EP@ember countries of Belgium,
Denmark, Finland, Slovakia, Slovenia, Sweden, and Switzerland were executed prior to the
PAEAL66 Therefore, they are not included on thecompetitive product list because therates

for inbound air parcels tendered by EP@nember countries have not changedd.

For FY 2015, the Postal Service reports that revenue for Inbound Air Parcel Post (at non
UPU ates) did not cover attributable cost. FY 2015 ACR at 66. Revenue frothound air
parcels entered pursuant to the bilateral agreement with Royal Mail exceeded cost.

164 As with Competitive outbound international products, in some instances the Competitive inlitendiational product has the same name
as the product category.

185 seeDocke Nos. MC20024 and CP20098, Order No. 218, Order Concerning Royal Mail Inbound Air Parcel Post NegStatice
Agreement, May9, 2009, at 10, 12.

%8 Docket No. ACR2013, Uit States Postal Service FY 2013 Annual Compliance Report, December 27, 2013, at 49
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Therefore, the loss is fully attributable to the financial results for inbound air parcelfom
EPGmember countries.

Financial penalties for the late delivery of EPG parcels, as well as late transmission of
delivery data and missing delivery information explain alarge partof the FY 205 loss.
January 15, 2016, Responses ©©HIR No2, quedtion 9.b.In FY 2015, as in FY 204, the
Postal Service implemented an EPG continuous improvement plemmake operational
improvements to decrease financial penalties and increagsevenue.This plan improved
quarterly on-time service performance and reduced penalties comparegith FY 204. The
Postal Service explains thatactors such asa focus on parcel scanning and a growth in
First-Class Mail International parcels over capacitynmpacted financial penalties.Id.

In the FY 204 ACD, the Commissionecommendedthe Postal Servicepursue additional
improvements in on-time service performance through implementation of the EPG
continuous improvement plan to improve the financial results for hbound Air Parcel Post
(at non-UPU rates) during FY 2050 &9 ¢ 1 p T The £d@nmibsidn ajsp directed the
Postal Serviceo egotiate compensatory rates within the EP@greement or extricate
itself from the Agreementold.

In its response to this drective, the Postal Service statethat it will exit the EPG Agreement
according to its terms on June 30, 2016. FY 2015 ACR at 67.

The Public Representative observes that from FY 2012through FY 2014, the Inbound Air

Parcel Post (at norRUPU rates) productfailed to cover costand therefore, did not comply

with 39 U.S.C. 8807(a)(2) and 3633(a)(2). SeePR Comments ab6. He states that #en

though inbound air parcels entered pursuant to the Royal Mail agreemé&novered cost in

FY 2015, Inbound Air Parcel Post (at noAUPU rates) asa whole was noncompliant because

inbound air parcels from EP@member countries failedto generate sufficient revenue to

cover cost but also notes that the Postal Service is in the process of exiting the EPG

Agreement. Id. The Public Representative, thereforeOACOAAO OEAO OEA bPOI bl ¢
OA AOT TIAIA its Aeplypcomments,the Postal Serviceeiterates that it will exit the EPG

Agreement on June 30, 2018JSPXReply Comments at 2€21.

As noted aboe, current rates applicable to inbound air parcels from ER@ember

countries have not changed andn FY 2015, revenue againdid not cover cost.Because

current rates for inbound air parcels do not cover attributable cost, the rates are

inconsistent with federalpolicy T OB OT I T OA AT A AT AT OOACA O1 OAOC
competition in the provision of international postal services and other international

delivery services8 639 U.SC. §407(a)(2). The rates at issue distort competitionExiting the

EPG Agreement, however, will remove the distortion in the marketplace.

The Commission concludes thidie entry of nhboundair parcelsfrom EPGmember countries
was inconsistentvith 39 U.S.C.407(a)(2). The Commission directs the Postal Service to
inform the Commission when it has formally exited the EPG Agreement. By July 31, 2016, the
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Postal Service must inform the Commission of the date it formally exited the EPG Agreement
or must explain why it has ot exited the EPG Agreement.

d. Inbound Competitive MulberviceAgreementwith
Foreign Postal Operators 1

The Inbound Competitive MultiService Agreements with Foreign Postal Operators 1
product consists ofnine bilateral NSAs with foreign postal operatordor the entry of

Inbound EMS inbound air and surface parcel post. For FY 205, the Postal Service repos
that revenue for each of thes@&lSAs coveredtheir attributable cost. The Commission
concludes that Inbound Competitive MultiService Agreements withForeign Postal
Operators 1 satisfied 39 U.S.C. 8§ 3633(a)(2) because revenue exceeded attributable costs
for each.

5. CompetitiveNonpostalServices

In FY 2015, competitive nonpostal servicé§’” generated $106 million in revenue and
incurred $17 million in expenses, which resulted in a netevenue of $89 million.168 This
figure represents a 4percent increase compared to FY 2014.

D. Appropriate Contribution Provision: 39
U.S.C. 8 3633(a)(3)

Section 3@3(a)(3) of Title 39 of the U.S.Cequires the Commissionto ensure that all

Competitive products collectively cover an appropriate share of thBostal Servicé O

institutional cost. In implementing this section, the Commission determined that if

CompetitiOA DOT AOAOO AT 1 OOEAOOA AO 1 AAOGO uvsu DPAOAA
institutional costs, then, as a wholethey will cover an appropriate share of the Postal
SAOOEAAGO O1 OASex3gC.OROEDGTEP T Al Al 008

In FY 215, the PostalService reports that total institutional costwas $33.8 billion. FY2015

ACR at 69Therefore, in order to comply with39 U.S.C. 8§633(a)(3) for FY 2015,

Competitive products must contribute at least $.9 bilion OT x AOA OEA 01 OOAT 3 A
institutional cost.ld. In FY 2015, the total Competitive products contribution was 4.5

billion (13.3 percen), which exceeds the minimum contribution requirementld. The

Public Representative concludes that the Postal Service complied with 39 U.S.C. §

3633(a)(3) in FY 2015. PR Comments &P@.

¥"The nine competitive products are: 1) Advertising; 2) Licensing of Intellectual Praibesy Than Officially Licensed Retail Products; 3) Mail

Service Promotion; 4) @icially Licensed Retail Products (OLRP); 5) Passport Photo Service; 6) Photocopying Service; 7) Rental, Leasing,
Licensing or Other Ne8ale Disposition of Tangible Property; 8) Training Facilities and Related Serviced)JaR& Blectronic Postmark

Savice (EPM) Program. Docket No. MC2Q20Order No. 1575, Order Approving Mail Classification Schedule Descriptions and Prices for
Nonposal Service Products, December 11. 2012, at 4.

18 USPS-Y15NP27, Preface.

%%1n Order No. 1449, the Commission reaffunthat the appropriate share of institutional costs to be borneCbynpetitive products is 5.5
percent, subject to future revision, if necessa®geDocket No. RM2012 3 h NRSNJ wS@ASégAy I / 2YLISGAGABS t N2RdzO(
Contribution to InstitutiondCosts, August 23, 2012, at-28 (Order No. 1449).
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The Commission finds thah FY 2015Competitive products satisfied 39.S.C8 3633(a)(3) by
Al OAOET ¢ AT APDPOi POEAOA OEAOA T &£ OEA 01 OOAIT 3

E. Other IssueRaisedby Commenters

The American Consuner Institute Center for Citizen Research (ACI) asserts th#te Postal
SAOOEAA OOAOEAEUAO EOO #i i PAOEOEOA DPOI AOAOO «x
U.S.C. 8633(a)(1).170 ACI also argues that the Postal Service circumvents the requirement

that Competitive products cover their attributable costs by attributing only a limited

portion of costs to Competitive products and labeling the remainder as fixed or

institutional costs. ACI Commentsat 3. ACI argues that these issues would be corrected if

the Postal Service accurately and completely allocated all of its codtk.at 4. ACI urges the
Commission to open a rulemaking proceeding to promulgate rules for a fully distributed

cost model.ld. at 5.

In its reply comments, Amazon Fulfilment Servicds ) 1 A8 j ! i AUi 1T AOCOAOC
comments are outside the scope of the AGPL! | AUT T OOAOAO OEACDSOEA #1

limited to an examination of whether the rates in effect during the fiscal year were in

AT 1 Dl EAT AR xEOE OADDihaples d redulaidiprortu@déiddl O 1 £ OEE
OEAOAOTI AAO8d ! 1 AUT 1,38 B@%.A § 26531 AmAZorOaSserts Mat there

EO TTOEEITC ET ow 5838#8 AEADPOAO oo 1T O OEA #11
OO0ODPDPI OO0 ! #) 60 0OOCCA O«Quiré the PGsEalService b Aullysallodate EOOE T 1
its institutional cost to individual products and classes or for the Commission to require

that postal rates cover such fully allocated costs. Amazon Reply Comments at 1.

4EA OAT PA T £ OEA #1HA BEGABEGRAAO Qi# 2A AOARGHE AT ET ¢ G
compliance with rates and services in FY 2015. 39 U.S.C. § 3653(b). Accordingly, the issues

raised by ACI relating to the costing methodology and cost attribution for Competitive

products are more appropriatdy addressed in a separate proceedinghe Commission is

currently considering two proposals submitted by United Parcel Service, Inc. (UPS) that

relate to cost attribution for Competitive productsi’2As aresutOEA EOOOAO OAEOAA
comments do notwarrant initiation of an additional proceeding to investigate the

methodology the Postal Service uses to attribute total postal cost.

1 Comments of the American Consumer IngétCenter for Citizen Research, February 2, 2016, at 2 (ACI Comments).
"' Reply Comments of Amazon Fulfillment Services, Inc., February 12, 2016, at 1 (AnphzGloRenents).

2 SeeDocket No. RM2018, Order No. 293, Notice of Proposed Rulemakingloy A 1 SRt | NDSf { SNBAOSsS LyO®dQa t NBLJ
Service Costing Methodologies (UPS Proposals One ahdd hree), October 29, 2015.
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CHAPTER SERVICEERFORMANCE

A. Service PerformancResultsby Class

1. Introduction

Section 3652 (a)(2)(B)(i) of Title 39 ofthe U.S.C. requires the Postal Service to report on

AAAE - AOEAO $1 1 ETAT O PpOT AOAOSO O1I AGAT 1T &£ OGAOO
AT A OAl EAAEI EOUQ86 3AAOEIT omnuvu8c¢j EqQ T £ 4EOI A
OADPT OO Oprodirtithat ddedndtneet a service standard, an explanation of why the

service standard is not met, and a plan describing the stegisat have or will be taken to

AT OO0OA OEAO OEA DPOT AOAO 1T AAOO T 0O de@dsBAAO OEA
US.C. § 3652(d), (e).

Speed of deliveryis evaluated based on the majliece reaching its destination within a

given service standard; reliability refers to consistency of delivery. The Commission

AT i PAOAOG OEA ET £ OiI AGET 1T E targéifedtablsiiedyte 3 AOOEA
Postal Service to evaluate annual service performance for each Market Dominant

product.173

The products listed in TableV-1 met or exceededheir annual service performance targes
for FY 2015.

Table V-1
Market Dominant Products that Met Annual Service Performance Targets, FY 2015

Class Product

High Density and Saturation Letters

Standard Mail
Parcels

Bound Printed Matter Parcels

FEELElD SHNEEE Media Mail/Library Mail

Ancillary Services

International Ancillary Services
Address List Services

Money Orders

Stamp Fulfillment Service

Special Services

A=A _-48_8_-4_-°4-°_-°

Wy by Fyydzadf 6Faras (KS |/ anveWddives wittfe ddidry talenBtablished byt Rosiad Setvige. oy
Special Services, the Commission evaluates performance data from metrics developed by the Postal Service appdicalpstiuct.
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The products listedin Table V-2 did not meettheir targetsfor FY 2015.Significantly, for the
first time since the Commission begaevaluatingthe service performance of the Postal
Service, no FirstClass Mail products met their service performance targefs?

Table V-2
Market Dominant Products that Failed to Meet Annual Service Performance Targets,
FY 2015
Class Product

1 Single-Piece Letters/Postcards(Overnight,
2-Day; 35-Day)

1 Presort Letters/Postcards (Overnight, 2

Day, 35-Day)

Flats (Overnight, 2Day, 35-Day)

Parcels (Overnight, 2Day, 35-Day)

Inbound SinglePiece FirstClass Mail

International Letters (Combined)

Outbound SinglePiece FirstClass Mail

International Letters (Combined)

First-Class Mail

E R ]

=

High Density and Saturation Flats/Parcels
Carrier Route

Letters

Flats

Every Door Direct Maik Retalil

Standard Mail

In-County

Periodicals Outside County

Package Services Bound Printed Matter Flats

E N e R E

Special Services Post Office Box Service

Aftgr a summary of th’e,sy,sterps the Fjog,tgl §eyvipe uses tp measure se,rviAce, performanpe, o )
OEA #1 11T EOOEIT AEOAOOOAO OEA 01 OOAI 3AO0O0EAAGO
The Commissionthenanay AO OEA 01 OOAT 3AOOEAAGO &9 ¢mpu

2. MeasuremeniSystems

The Postal Service uses a variety of measurement systems to measure service performance
for Market Dominant products.The Postal Service began reporting service performance
results for most Market Dominant products beginningin the third quarter of FY 2011.

Table V-3 identifies each system used to measure those products reported in the Postal
3 A O O EnhuaidService Performance Repoth TableV-3, and the discussion thafollows,
the Commission uses the following acronyms and abbreviationEXFCEl O O0%@O-A OT Al &

4 Seel ibrary Reference USERY 1§29, December 29, 2015.
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#1 AOO - AAonrskl AT OpbOAT 1 ECATO - AEI | AMDOAAU A
A0 O)1 OAl 1 ECIMMSEN-OA ED) TAOMAGATAIOEN A AUIO 0
0001 AOAO 4O0AAEFASHEI BUORGARAR D ADDA! AAA
Table V-3
Service Performance Measurement Systems
Product Single-Piece Presort
Letters Flats Parcels Letters Flats Parcels
First-Class Maill EXFC EXFC PTS iIMAPS iIMAPS* PTS
Periodicals IMAPS IMAPS
Standard Mail SASP SASP IMAPS IMAPS PTS
Package PTS PTS IMAPS PTS
Services
Intgrnatlonal IMMS IMMS
Mail
gpeqlal Custom designed internally based measurement systems
ervices

Source: Docketlo. P12008L, Service Performance Measurement, November 2007, at 6.
*In FY 2015, presorted Fir€lass Mail Flats were measured with the IMAPS system for the first time.

a. External FirsClassVieasurementSystem (EXFC)

EXFC is a sampling system managed ag independent contractor. Delivery performance is
measured from the street collection box to the delivery mailbo%’> When evaluating
delivery performance, test mailers record the time they place Firs€lass Mail in the
collection box. The pieces are depded before the last collectiontime for the collection

box. Those test mapieces are sent to a nationwide panel of receivers who record when
eachis delivered to their mailboxes. Actual transit time is then compared against First
Class Mail service standals. EXFC provides quarterly service performance measurement
scores at the area and district levels.

b. Intelligent MailAccuracyand Performance System
(IMAPS)

IMAPS provides an endo-end service performance measurement by using documented
mail arrival time at a designated postal facility to start a measurement clock and an IMb
scan by an external, thirdparty reporter to stop the clock. The measurement involves two
distinct steps. The Postal Service obtains processing times based on IMb scans reported
through the SASP systemescribed below Throughout FY 2015, SASP captured data from

all Full-Service Inteligent Maill’s4 EEO EO AT 1T AET AA xEOE A 01 AGO

developed through scans by thirdparty reporters upon receipt of the mail. Service

¥ Docket No. ACR2008nnual Compliance Determinatidarch 29, 2010at 49 (FY 2009 ACD).
78| ibrary Reference USERY1§29 at 2.But see infra/.A.2.f.

~N o~ o~ N o~ N
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performance is measured by comparing the overall transit time to the service standards to
determine the percentage of mail delivered ortime.

C. Product Trackin§ystem(PTS)

PTS is an internal measurement system that measures transit time from the time of mailing
until the time of delivery. Id. It is only for use with parcels.Measurements are based on
over-the-counter and delivery confirmation scans. Actual transit time is compared against
service standards for the Market Dominant Parcel products.

d. Seamlesécceptance and Service Performance (SASP)

SASP uses data provided by commercial mailers with F8lervice Intelligent Mail, such as
acceptance time, payment, and verification, to enable the Postal Service to monitor service
delivery and overall performancel”” Information collected also helps to determine address
accuracy, verify the quality of mail preparation, and track individual pieces as they move
through the mail system.

e. International Mail Measurement System (IMMS)

Based on a system similar to EXFC, INBMneasures the domestic leg of transit time for
international mail. Library Reference USPGY1529 at 9.It measures the time between
the domestic collection point and the outbound international service center for outbound
letters, and between the inboundnternational service center and the domestic delivery
point for inbound letters.

f. Intelligent MailBarcodg(IMb)

In Quarter 3 of FY 2011, the Postal Service began using IMb to measseevice
performance for Standard Mail, Periodicals, Bund Printed Matter (BPM) Flats, and some
First-Class Mail productsThe Postal Service currently offers two barcode options for
mailers: Basic and FulService. The Basic option allows mailers to utilize IMbfor their
mailpieces without the added benefit of accounting foeach unique piece’8

The FullService feature allows thamnailer to identify unique mailpieces throughout the
mail stream, receive starithe-clock notifications, discounts, and automated address
corrections. Id. Only the FullService feature provides data eeded to measure service
performance.Mailers are required to prepare mail with IMbs and submit electronic mailing
information listing IMbs used. Malil is verified to ensure it meets mail preparation criteria.
Mail that does not meet mail preparation requiements is excluded from service
performance measurementld.

177 United States Postal Servic&uide to Seamless Acceptancéolume 2.1, June 2015
https://ribbs.usps.gov/intelligentmail_guides/documents/tech_guides/GuidetoSeamlessAcceptancedpdéssed on March 8, 2016

178 United States Postal Servic&verview to Intelligent Mail Basic Service;
https://ribbs.usps.gov/intelligentmail_guides/documents/tech_guides/OverviewlIntelligentMailBasicService.pdtessed on March 2, 2016.
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Since FY 2012the number and proportion of maipieces measured by IMbncreased.
Figure \A1 illustrates this trend, showing the percent of FirstClass Mail, Standard Mail,
Periodicals, andPackage Services® volume measured by IMbsince 2012.

Figure V-1
Percent of Market Dominant Mail Measured by Full -Service IMb, FY 2012¢FY 2015180
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District level measuremenService performance is measured by the Postal Service at the
district level. These data are aggregated to the area level and then aggregated again to
report nationwide service performance results!8! In order to be representative of the
nation as a wholeab O1 A @a&iéh@ide service performance resultsshould include data
from all districts.

In FY2011 andFY 2012, the Commission expressed concern regarding representativeness
of nationwide datafor some products!8z At that time, the Postal Service was urde to
produce reliable service performance results at the producind service standardlevels for
somedistrict sdue, in part, to low levels of FulService IMb participation andmissing start-
the-clock scansFY 2012 ACD at 51. ésults collected from these districts weredeemed
unreliable due to aninsufficient volume of measureable mailand excluded from the

179 BPMFlats is the only Package Service product measured using IMb. The remaining products are measusidg the PTS.
%9The Postal Service began reporting service performance results for most Market Dominant products beginning inGéaed 8,
81 segUSPRuarterly Service Performance Rep@tsrters 4 of FY 2015ttp://www.prc.gov/documents/quarterlyperformance
82FY 2011 ACD at65; FY 2012 ACD at-63.
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nationwide service performance result.The lack ofdata from some districtscreated
OAT OA OA & imgast&dnérepresentativeness of nationwide performance
measurement results!ss3

In FY 2015the service performance resultsreported for products and service standard
levelsincluded data from most districts.Table \A\4 compares the percenageof districts
that reported statistically meaningful results in the first quarter of FY 2012 tothe
percentage of districts that reported statistically meaningful results irthe fourth quarter of
FY 2015.

Table V-4
Percent of Districts that Provided Results Disaggregated by Mail Class 184

Mail Type FY 2012 Q1 FY 2015 Q4
First-ClassMail 98.51% 99.50%
Standard Mail 47.30% 88.17%
Package Services 91.79% 100.00%

Sources: USRRuarterly Service Performance RegortFirstClass Mail, Quarter 1 of FY 2012, February 16, 2012; FY 2012, Standard Mai
Quarter 1; USPQuarterly Service Performance RegortPackage Services, Quarter 1 of FY 2012, February 16, 201 DuisRR8y
Performance Repofuarter 4, FY 201®MNovember 9, 2015 (FY 2015, Performance, Quarter 4).

Pieces excluded from measuremelnt FY 2015, significant portions of mail with FullService
IMb and entered at discounted prices were not included in measurementable V-5 shows
the percentageof mail in measurement, percerdgeof Full-Service mail included in
measurement, and percerdageof Full-ServicelMb mail excluded from measurement for
Market Dominant products by class.

1B ysPRuarterly Service Performance RepfotsStandard MajlQuarter 1of FY 2012, February 16, 2012 (FY 2012, Standard Mail, Quarter 1).

18 periodicals rasits are disaggregated to the area level only.
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Percentage of Mail Included and Excluded from Measurement,

- 100 -

Table V-5

FY 2015

Product Percentage ofmail in | Percentage of mail | Percentage of mail
measurement entered at Fult processed as Full
Service IMb prices | Service Mb but
and included in excluded from
measurement measurement
First -Class Mall

Presorted 52.74% 60.20% 39.80%

Letters/Postcards

Flats 12.75% 54.17% 45.83%

Standard Malil

High Density and 58.78% Not Available Not Available

Saturation Letters

High Density and 21.87% Not Available Not Available

Saturation

Flats/Parcels

Carrier Route 53.80% Not Available Not Available

Letters 56.07% Not Available Not Available

Flats 45.04% Not Available Not Available

Every Door Direct 27.98% N/A N/A

MailzRetail

Parcels 30.35% N/A N/A

Total Standard Mail | 50.29% 65.21% 34.79%

Periodicals

In-County N/A Not Available Not Available

Outside County 46.70% Not Available Not Available

Total Periodicals 42.68% 61.63% 38.37%

Package Services
Bound Printed 10.09% 38.20% 61.80%
Matters Flats

N/A = Not Applicable.

Not Available = The Postérvice does not have this information available.

Source: Responses of the United States Postal Service to QuestipBs1ll, and I:31¢c 2 T LYF2N)XI(

2016, question 16 (February 3, 2016, Responses to CHIR No 6).

I KEANYIF yQa

As shown in Table V5, a large percentage of mail entered at Fe8ervice IMb prices is

AoAl OAAA EOI i OAOOEAA DPAOAEI Oi ATAA 1 AAOGOOAI AT O
2016, Responses to CHIR No. 11, question Be reasons mail are excluded from

measurement can be grouped into four broad categoriesssues with the barcode or

accompanying electronic documentation (eDoc), invalid data, operationaifures, and

addressing issues.
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Issues with the barcode or eDolo ensure proper tracking, the Postal Seice requires the

IMbs
days

M ™ ™M

M ®™W ™MW

affixed on mailpieces, handling unitsand containers to be unique for a period of 45
. Pieces i@ excluded from measurement if:

The physical IMb on the mailpiece is not unique

The container IMbis found on the placard of more than one container wheniis
entered at the Postal Service facility

When the mailpieced, dandling unitsd dr containersdiMbs in the eDoc are not
unique across all mders and mailings for 45 days.

The entry facility for the container in eDoc does not match the entry facility in the
associatedracility Access and Shipment TrackingAST) Appointment and both
facilities do not reside in the same Digit ZIP Code

The entry facility is not a validPostal Service entry dcility.

The mailpiece is nested to an Orphan Handling Unit (handling unit not on a pallet)
which is not entered at a Business Mail Entry Unit.

The eDoc piece/tray/container nesting does not match the sampled mail
preparation.

The mailer is identified as non-compliant due to inaccuracies in mail preparation or
the mailer is in a 6-week monitoring period for new mailers.

Invalid data. Invalid data will result in mail being excluded from measurement. Eamples of
invalid data include:

E

™ MMANHEMNNEMN

MNMMNMN

An entry point for entry discount of the piece/container in eDoc is not valid for the
entry point and destination per theMail Direction File.

The final processing scan ZIP Code does moaitch a valid area or district.

The 3-Digit (FSS Facility) sortedoallet is entered directly at a DFSS site.

The 5-Digit ZIP Code of the entry facility does not match a valid area district.
Irregularity with the appointment is identified while unloading the containers

The start-the-clock date is 120 days omore before the current date.

The scheduled ship date and time of the container in eDoc is 48+ hours earlier than
the postage statement finalization date and time for Postal Service transported
containers.

The number of days to delivery exceeds the speigtl threshold (30 days for First
Class Mail, 45 days for Standard Mail and Periodicals)

The mailpiece receivesnconsistent scan events when calculating service
performance measurement €.g, container/mail piece scans are not in chronological
order).

The 11-digit delivery point in the IMb is not a valid Postal Service delivery point

No automation scanis observed for the maipiece.

There is alack of a container unload scan oan inability to identify the FAST
appointment associated with the contaner.

Operational failures Operational failures can result in exclusion from measurement
because the Postal Serge loses visibility of the maipieces. Operational failures include:
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E Thecontaineris marked as a "broken pallet" when it arrive at Postal Service entry
facility .

E Volume overflows from one tray to another tray that is not nested in the same
container.

E Thecontainer with First-Class Maiis incorrectly identified as drop-shipped in the
eDoc

E Mailis verified at aDetached MailUnit (DMU) and then transported by the Postal

Service to a mail processing facility in a different district than the DMU

Addressing issueff there are issues with the address on the mailpiece it will be excluded
from measurement. Addressing issues irgde:

E 3-Digit Entry and/or Delivery ZIP Code is an IRS processing center, federal agency,
government, military, or other excluded ZIP

E Themailing fails a manual or Mail Evaluation Readability Lookup Instrument
verification.

E The mailpieceis redirected from the original destination specified in the IMb as a
result of a Change Of Address or is Undeliverable as Addressed

3. Analysis 02014Directivesand Action Plan
(Flats)

For several years, srvice performance results for FirstClass Mail Flats, Standard Mail
Carrier Route, Standard Mail Flats, Periodicals, amPMFlats have not met their targets

and havenot shown significant improvement.185 In the FY 2014 ACD, the Commission
issued directivesto the Postal Service for each of these products composed of flat§é For
each flat product, the Postal Service was directed to improve service performance results in
FY 2015 or, if results did not improve, provide an explanation for why its efforts to inmpve
performance were ineffective and detail the changes it plans to make to improve results.

In FY 2015, service performance for many productgid not meet existing targetsor
improve relative to the prior year® results. This was true, in particular, fo products
composed offlats. Service performance forMarket Dominant flats products across all mail
classes (FirstClass Mail, Standard Mail, Periodals, and Package Services) have been
substantially below targets since FY 2012.

Becausethe Postal Sene failed to suppyAAANOAOA OAOPI 1 OAOG O1 1100
FY 2014 directivesin its FY 2015 ACR, CHIRs were issued that requesesttitional

information 187 In general, the Postal Service attributes flatservice performance results to

a decreasen flats volume, an increase in p&el volume, distribution deficiencies, and

185 For the purposes of this discussion, Standard Mail High Density and Saturation Flats/Parcels are not reviewed with othersflaécause
they are entered, processed, and delivered differently.

186 FY 2014 ACLat 104, 109, 112, 114
187 Seel ibrary Reference USP& Y1529 at 8, 9, 13, 14, 16, 17.
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manual processinglndividual flats products are discussed below and a holistic approach to
service performance issues for flats is discussed in Chapter 6.

a. FirstClasdMail Flats

The Commission issued the followingervice performancedirective in the FY 2014 ACD:

This is the fourth consecutive year that Fir§llass Mail Flats did

not meet service performance targets. In addition, service
performance has not improved since R911. The Commission
directs the Postal Service to improve service for FHgdass Malil
Flats in FY 2015 or to provide an explanation in the FY 2015 ACR
for why efforts to improve service performance results for First
Class Mail Flats have been ineffectased detail what changes it
plans to make to improve service performanté.

The Postal Service did not improve service for Firs€lass Mail Flats in FY 201%.ibrary
Reference USP& Y1529 at 4.Figure \-2 illustrates the overall decline inFirst-Class Mdli
Flats service performance resultssince FY 2011

Figure V-2
First -Class Mail Flats
Service Performance Results , FY 2011¢cFY 2015
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Table 6 shows service performance targets and results for Firs€lass Mail Flats over the
same period.

188 FY 2014 ACD at 104 (emphasis in original).
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Table V-6
First -Class Mail Flats
Service Performance Targets and Results, FY 2011¢FY 2015

FY 2011 FY 2012 FY 2013 FY 2014 FY 2015

Target | Result | Target | Result | Target | Result | Target | Result | Target | Result

Overnight | 96.65 | 90.3 [96.65 |[89.8 [96.70 |86.6 [96.80 |84.9 |96.80 |83.2

2-Day | 94.15 | 84.0 |94.15 | 85.0 |95.10 [84.4 |96.50 |825 [96.50 |79.8

3-5-Day | 92.85 |80.0 [92.85 |80.0 [95.00 |[77.6 [9525 |72.6 |95.25 |653

Figure \ 3 illustrates the widening difference between service performance targets and
service performance resultssince FY2011.

Figure V-3
First -Class Mail Flats
Percentage Points Below Target, FY 2011¢FY 2015
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The service performance of FirsiClass Mail Flats with a 2Day service standard wadsl6.7
percentage pointsbelow target in FY 2015. The service performance ofist-Class Mail
Flats with a 3-5-Day service standard was30.0 percentage pointsbelow target in FY 2015.
Rather than improve in FY 2015, service performance results deteriorated to the worst
level since FY 2011.

Q) PostalServiceResponseo FY 2014 ACD Dirdtve

Because the Postal Service was unable to improve service performance, it was required to
provide information regarding past efforts to improve service and future plans to improve
service. This aspect of the directive required the Postal Service to tleo things. First, the
Postal Service was required to provide an explanation for why itsfforts to improve First-
Class Mail Flats performance were ineffective. Second, the Postal Service was required to
detail what changes it plans to make to improve redts. In the Annual Report on Service
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Performance for Market Dominant Productded with its ACR, the Postal Service explains

that realigning and retraining employees in new jobs, winter storms, and network

constraints were reasons why FirstClass Mail Flés performance did not improve in

FY2015.189 Regarding its plans to improve servicethe Postal Servicanerely states that it

0Pl AT O OI ET AOAAOGA Al bEXAGSE WMail Flatdldd&E & SgediitalyA OOET ¢
EO OOAOAO OE A@andiifng th©hatdiing of §pbclisdtAadsignment on the

£l A0 OiI OO0ENllC ANOGEDI AT 0806

3AOAOAT #()20 xAOA EOOOAA O OANOAOGO AAAEOEII
efforts to improve FY 2015 service performance and the reasons such effortere

ineffective. In response, lhe Postal Service explaisithat its efforts to improve service

performance for First-Class Mail Flats in FY 2015 included Kaizen events and performing

sort plan optimization.19 |t states that Kaizen events entail deploying Heluarters and

&EAT A OAOOGEAA EiI DOl OAI AT O OAAI 6 O OEECEAOO E
DOl AROOGET ¢ AT A TAOxT OE AT 1 OOOAET OO OEA& Al Ol A
Concerning sort plan optimization, it explains that it soughto standardize the handling of
OPAAEAI O1 0O AOOECiT i AT OOh xEEAE OAZAO OI OI AE
PEAAA AEAOAAOAOEOOEAO806 * Al OAOU pwh ¢mpeh 2AO0
estimates that 3.2 percent of the FirsClass Md Flats volume was handled by special sort

assignments in FY 2015d. question 20.b.

The Postal Service explaimthat theseefforts to improve service performance for First

Class Mail Flats were ineffectiven FY 201501 AET 1 U AAAAOOAvolunde AT T OET O/
AAAT ETA xEEAE ET AOAAOAr Ay OEA QAnD&yi19, boss, Al 1 EAA
Responses to CHIR No. 2, question 15Tae Postal Servicdurther details that an increase

in the ratio of allied to productive distribution suggests a dease inthe productive

movement of maipieces throughout the network191

The Postal Service also nogthat its efforts to improve service performance for FirstClass

Mail Flats were ineffectivein FY 2015 becaus¢he decline in volume created less dense

tOAUO AT A AT 1T OAET AOOh xEEAE OEAOA AlamdaCBAO OEOQ
2016, Responses to CHIR No. 2, question 15Thiswa0 A OA O O AE1 b1 OAT OE
facing and alignment, making destination processing less efficient and neprone to

OREAAOO AT A 1T EOCOI 0006 -ARAOCKIODI COANG KABOOAE DIOT
February 16, 2016, Responses to CHIR No. 11, question 1.g.

189 ibrary Reference USIFS'1529 at 8.

1% Responses of the United States Postal Service to Questionscl5 2 F / K ANNIF Y Q& LY F2NXNIGA2Yy wSljdzSad bzo
(January 19, 2016, Responses to CHIR No. 2).

1 The Postal Service clarifies that a higher ratio of allied to produdistebution does not directly affect service performance; rather, the

decline in flats volume negatively affected service performance. The Postal Service states that the decline in flat solgrelt@d in an

increase in the ratio of allied to prodtive distribution, but clarifies thait is not necessarily linked to the decline in service performance.

Responses of the United States Postal Service to Questién&sin 2 F / K ANX I Yy Q& L y Aebrddaly H6) 2096yquestidrj dzS& i b2 @
1.f. (Febrary 16, 2016, Responses to CHIR No. 11).
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In order to improve service performancethe Postal Service notes that it will continue
programs curently in place in FY 2015 to improve service performance in FY 2016.
Library Reference USP& Y1529 at 9.The Postal Service states it will focus its efforts on
proper mail flow, sort plan density optimization, and lean and continuous improvement
tools. January 19, 2016, Responses to CHIR No. 2, questions lifsbhmprovement tools

N s oA s s

OOAI U [1,6[]!AAIOAOEOA OAAI AmE OO0 Al Al UUEITC
tools and Postal Service analysis should identify root causes, solutions, and corrective
action. Id.

(2) CommissionAnalysis

The Postal Service repeatedly asserthat service performance resultsare improving

because the resultsn Quarters 3 and 4have historically been higher than the results in

Quarters 1 and 2193 The Commission agrees that, in general, service performance is

typically higher in Quarters 3 and 4 than inQuarters 1 and 2. However, the Commission

ATAO TT 0 ATTAOO xEOE OE Aatthid pat@rA indicatds@rowe@ah 6 O AO0O
improvement in service performance.

Figure V-4 illustrates that service performance results typically increase within a fiscal
year. This was again true irFY 2015 with the lowest quarterly result occurring in Quarter
2 of FY 2015.

192 February 16, 2016, Responses to CHIR No. 11, quesitidind Postal Service provides several examples incldgingess flow maps, value

stream maps, cause and effect diagrams, pareto charts, process capafwliysis, correlation analysis, control charts and gemba vgdtks.

%3 pocket No. ACR201Pibrary Reference USEEY 1229, December 28, 2012t 8; Docket No. ACR201Biprary Reference USEFY 1829,
December 27, 2013t 8;Docket No. ACR2014ibrary Réerence USRE Y1429, December 29, 2014t 89.



Docket No. ACR2015 -107 -

Figure V-4
First -Class Mail Flats with a 3 -5-Day Service Standard
Service Performance Results per Quarter, FY 2012 z FY 2015
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As Figure V4 illustrates, although service performance results trend upward by quarter
during a fiscal yearthey are generally declining yeatover-year. Improvements during the
year do not portend improvement in future years.

The Postal Servicdighlightsits use oflean and continuous improvementools to improve
nationwide service performance.January 19, 206, Responses to CHIR No. 2, question 15.b.
Due to the ongoing decline in service performance results, it appears thaiet Postal

3 A OO E A Aits Qaghib&id todis & the associatedcorrective action, has beenineffective

in increasing service performance results in areas with pinchpoints194in processing or
transportation flows. SeeDocket No. ACR 2012, Library Reference USIF$12%29 at 8. The
Postal Service has not identified how future use of its diagnostic tools will produce better
service performance results than in the past. For further discussion, including discussion of
the reasons why diagnostic tools may not have been effective to daseeChapter 6.

Further, as detailed below, eight districts have recurring poor performance for FirsClass
Mail Flats. The Postal Service states that the purpose of the diagnostic tools is to identify
problematic locations so that the Postal Service catevelop and implement solutionslid.
However, because the same districts demonstrate repeated poor performance, it does not
appear that the use of diagnostic tools is leading to improvement.

% pinch points are functions where the Postal Service is not operating at maximum efficiency from a cost or service peEpegtiuether

discussion of pinch pointseeChapters.
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In FY 2015, the Postal ServicgeployedKaizen improvement teans to facilitieswhere
processing and network constraintswere evidentl9 Table V-7 lists the sites and
corresponding service reporting districts where improvement teams were deployed. The
table shows that Kaizen teams were sent to some, but not all, of tbensistently lowest
performing districts.

Table V-7
First -Class Mail Flats with a 3-5-Day Service Standard
Correlation Between Recurring Poor Performing Districts and Kaizen Deployment

District Number of Times in Kaizen Improvement Team
Bottom Quartile FY 2012 z | Site Within District
FY 2015196

Baltimore 3

Connecticut Valley 4 Springfield, MA

Greater Boston 4 Boston, MA

Long Island 4

Louisiana 3 New Orleans, LA

Suncoast 3

South Florida 4 Miami, FL

Westchester 4

1 TT OEAO 1T £ OE Affolsitodntrdake s8nAc® iz Eofmfadc©for FirsClass Mail
Flatsin FY 2015 was to standardize the handling of special sort assignments on flat sorting
equipment (i.e.,sort plan optimization). January 19, 2016, Responsds CHIR No. 2,
guestion 20.Special sort assignments refeto mailpieces thatcannot be sorted based on
mailpiece characteristics. Id. However, the Postal Service stagthat special sort
assignmens only affect 3.2 percent of current Flats volumdd. The Postal Service notes
that this initiative to improve service performance results, the same as all of its FY 2015
efforts to improve service performance results, will continue as part of its plan to improve
service performance results in FY 2016. Library &erence USP&-Y1529 at 9-10.

4EA #1011 EOOET 1 €léss Mal Flatstirective i@duic2dtde Postal Service to
provide an explanation for why its efforts to improve First-Class Mail Flats performance
were ineffective. Although the Postal Servicédentifies winter storms, network constraints,
and employee training and realignment as three reasons why its efforts to improve were
not effective, the Postal Service does not explain how its plans will be effective to overcome

% February 16, 2016esponses to CHIR No. 11, questi@n The Postal Service explains that Kaizen events entail deploying Headquarters and

CAStR aASNBAOS AYLNR@SYSydG GSIya (2 aKAIKSAd AYLIF OGO thatooudt A GASEa gAGK I
LROGSYGALfte AYLIF OG0 &ASNBAOS LISNF2NYI yOSdéa WHydzZ NB MpE HamcI wSallRyaSs:
1% This column states the number of instances (the maximum number is 4) where a district was among the *pddaestng districts

calculated using annlizesults from FY 201RY 2015.
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these obstacles in future gars.In responses to CHIRshe Postal Servicalso points to
ongoing volume declineas a contributing factorl®?

The Postal Service waalsorequired to detail what changes it plans to make to improve
results. The Postal Service O OAODPIT T OA nhat Awolld dinphagiva tbedplocedsing
of First-Class Mail Flats and increase standardization of the handling of special sort
assignments. Library Reference USRPBY 15729 at 9. Given that special sort assignments
make up only 3.2 percent of FirsiClass MaiFlats volume, this response was inadequate to
show that the Postal Service has plans in place to successfully address FEtiss Mail

&1 AOOG6 OAOOEAA DPAOA&N Oi AT AAS

4EA 01 OOAT 3AOOEAARABO OAOPT T OAO Oididwo( ) 20 AEA
differentiate its FY 2016 plan from its ineffective FY 2015 actionStating it will largely

take the same approach to improving FirsClass Mail Flats service in FY 201&¢ Postal
Servicedid not adequately explain why these changes will be more effective in R916

after 4 years of not meeting targetsinstead, it proposeda vague networkwide mitigation

plan, which substantially overlapped with FY 2015 efforts andlid not offer comprehensive

insight to its corrective actionsby, for example, providing information at the district and

facility -levels.

For these reasons,iie Commissiontakes further action in accordance withthese findings in
Chapter®6.

b.  StandardMail CarrierRoute
The Commission issued the following directive in the FY 2014 ACD:

Standard MailCarrier Route and Flats continue to fall well short
of intended annual performance targets. The Commission directs
the Postal Service to improve service for these products in
FY2015 or to explain in the FY 2015 ACR why efforts to improve
results have beemeffective and what changes it plans to make
to improve service performancés

Service performance results foiStandard MailCarrier Route were below target for
FY2015. In addition, the Postal Service did nosignificantly improve the service
performance of Standard Mail Carrier Routan FY 201519 Figure -5 showsthe service
performanceresults for Standard Mail Carrier Routdrom FY 2012 to FY 2015.

97 January 19, 2016, Responses to CHIR No. 2, question 16; February 16, 2016, Responses to CHIR No. 11, questiondf Thlerect
declineare discussedn Chapter 6.

%Y 2014 ACD 409 (emphasis in original)

%) ibrary Reference USEEY1§29at 11. The service performance results for Standard Mail Carrier Rawt=sed from 81.4 percent in
FY2014 to 82.0 percent in FY 2015. While this represents at gtigrease, results remain substantidiglow target.
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Figure V-5
Standard Mail Carrier Route
Service Performance Results , FY 2012¢FY 2015
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Figure \A6 showsthe percentage points below target for Standard Mail Carrier Route Flats
from FY 2012 to FY 2015.

Figure V-6
Standard Mail Carrier Route
Service Performance Percentage Points Below Target, FY 2012¢FY 2015
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In FY 2014, the Standard Mail Carrier Routgervice performance result was 9.6 percentage
points below target, a result that slightly improved to 9.0 percentage points below target in
FY 2015.

() Postal ServiceResponseto FY 2014 ACD Directive
As shown in Figure V5 above, service performance resultfor Standard Mail Carrier Route
AEA 110 1 AAO OEAEO &9 c¢mpu OAOCAO8 30AT AAOA -
results were nearly flat yearover-year, increasing only slightly from 81.4 percent in



Docket No. ACR2015 -111-

FY2014 to 82.0 percent in FY 2015. Library ReferemcUSP3FY1529 at 11. Because the
Postal Service was able to slightly improve its service performance for Standard Mail
Carrier Route, it was not required toprovide an explanation of why its efforts to improve
performance wereineffective and the changeg plans to make to improve results.

(2) CommissionAnalysis

Although the Postal Service was able to marginally improve service performance results for
Standard Mail Carrier Route, results were still 9 percentage points below target in FY 2015.
The discussionin this section details the obstacles the Postal Service must address in order
to achieve its service performance target. The Commission provides its analysis of Standard
Mail Carrier Route quarterly results, worstperforming districts, last mile delivery factor,

and the impact of the load leveling initiative. Each of these components is an area in which
the Postal Service must improve in FY 2016 in order to meet service performance targets.

First, the quarterly performance information provided by the Posal Service highlights its
difficulty sustaining service performance improvement for this product. Figure W/
contains the ontime percentage for Standard Mail Carrier Route per quarter.

Figure V-7
Standard Mail Carrier Route
Service Performance Results by Quarter, FY 2012¢FY 2015
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In Quarters 2, 3, and 4 of FY 2015, the Postal Service was unable to improve on its FY 2014
results of the same period. Furthermore, in FY 2015, the Postal Service did not have one
guarter with on-time performance above 85 perent. In order for the Postal Service to meet
its service performance targets for Standard Mail Carrier Route in FY 2016, it must improve
its quarterly results compared to results from the same period during the prior year.
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Second, Standard Mail Carrier ®OAS O OAOOEAA DAOAEI Oi ATAA EO AE
SAOOEAA8O ET AAEI EOU O 1 AOGAOACA EOO ABPACI T OOE
Yyl AAAEOGETT O1T OEA 01 OOAI 3A0O0OEAAGO ET AAEI EOU
have resultssubstantially below the national average. By improving service performance in

these districts, the overall service performance result for this product would increase.

Similar to First-Class Mail Flatsmultiple districts recur on the list of 15 districtswith low

service performance resultsfrom FY 2012to FY 2015201 This trend is depictedin Table \*
8 for Standard Mail Carrier Routewhich showsdistricts that have been in the bottom 15
performing districts at least 3 of the last 4 years

Table V-8
Standard Mail Carrier Rout e
Districts with Recurring Poor Performance Results

Districts (Carrier Route) # of Times Appeared in Bottom Quartile
FY 2012, FY 2018*

Greater Boston
New York

South Florida
Triboro
Westchester
Philadelphia Metro

WA~ D

As an example, the recurring performance of the New York District illustrates egoing

problems with Standard Mail Carrier Route service performance at the district level. In

Fycmpch OEA . Ax SimeQ@é&cesdgeXd StandapdvaiCarrier Route was
59.8percent23) T &9 ¢mpuh OEA -ikepe@dntage fosSEatiarOMal 08 O 1 1
Carrier Route was 63.1 percentld. Although the score for this district improved 3.3

percentage points from FY 2012 to FY 2015, it remained nearly 2®rcentage points below

target.

The service performance result for the New York District was 10.8 percentage points below
the national average in FY 2012, and 19 percentage points below the national average in

TKS t2adlt {SNBAOSQa STFF2NI& KSNB AyOfdzRS YI AT Sy S@Sytimpart RSLX 28 Ay 3
facilities with the goal of identifying processing and network constraints that could potentially impact service pe@8rag ~ Wl y dzt NBE M dZ  H N
Responses to CHIR No. 2, questibral

21 geeTable V7 FirstClass Mail Flats with aBDay Service Standard Correlation Between Recurring Poor Performing Districts and Kaizen

Deployment.

22 This column stateshe number of instancewhere a @trict wasamong the 15 lowesperforming dstricts calculated by annual results from

FY 2012FY 2015.

** UsPRuarterly Performance Repoftsr Quarter 4 of Fiscal Year 2012, November 9, 2012 (FY 2012, Performance, QuEeel4jle
a { @ardMait/ + NNRXA SNJ w2dzi S mun {O2NB& wSLRNISPEft &E¢ G(Glo af{a ,¢5¢ OStt !nood
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FY2015." AAAOOA OEA 01 OOAIrts ® AprovE ilsAvordpefoiing AOAA A EAE
districts hasresultedin districts that remain nearly 28 percentage points below target, the

Commission isconcerned that the tools currently employed by the Postal Service will be

insufficient to meaningfully improve Sandard Mail Carrier Route results in future years.

The third important issue for improvement of Standard Mail Carrier Route is the last mile

factor. The last mile factor represents the time between the last processing operation and

the final delivery point of a paticular mailpiece.

Because Standard Mail Carrier Route is highly presorted, these pieces go through
comparatively fewer operations to process and deliver these flats, which leave fewer
opportunities for pinch points to negatively impact sexice performance?04 Standard Malil
Carrier Route requires only bundle processing before transportation for deliveryAs part of
its action plan to increase service perforrance results for Carrier Route bndles, the Postal
Service states that it intends to fous on lastmile issues which is one of two pinch points

for Standard Mail Carrier RouteJanuary 19, 2016, Responses to CHIR No. 2, question 16.a.

Table V-9 contains quarterly last mile factors forDestination-Entry Carrier Route
mailpiecesfrom FY 2012to FY 2015.205

Table V-9
Standard Mail Carrier Route
Destination -Entry Last Mile Factors, FY 2012¢FY 2015

FY 2012 FY 2013 FY 2014 FY 2015

Q1| Q2 | Q3| Q4 | Q1 1 Q2| Q3| Q41 Q1 | Q2| Q3 | Q4 Q1 | Q2 | Q3 | Q4

-43|-46|-64|-118Q¢-178|-11| -9 | -97Q-168 | -14 | -91 | -96 J -13.7 | -11.5 | -95 | -125

SourceSeeUSPR)uarterly Service Performance Rep@Qtsrters 14 of FY 2012 to FY 2018tp://www.prc.gov/documents/quarterly
performance

The table illustrates that the Postal Service has beamable to consistentlyimprove the last

mile factor by quarter or fiscalyear4 EA 01 OOAT 3 AOOEAAS8O ET OAT O Oi
Carrier Route service performance by focusing on delivery operations matches a potential

solution with a proximate cause. However, the Postal Service hastroutlined a clear plan

of how it plans to improve last mile performance for this product.

The fourth issue affecting Standard Mail Carrier Route in FY 2015 was the recent reduction
in service standards for specific portions of these productdhe Posta3 AOOEAAS O | AEI
processing strategy includs a loadleveling initiative, which affectsall pieces entered ata

24 Eor a further discussion of pinch points for flaseChapter6.

eSS tlLad YAt S T OG2 Nmépefosnante baskdon Re\fifiaF sithidaedpBocessing £ah compared with actual
RSt A BB20EdPerformance, Quarter 4
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Destination Sectional Center Facility (DSCF) on Fridegnd Saturdays.2% The service
standard of this mail was extended from 3 to 4 days in agffort to improve network

operations and logisticsFebruary 16, 2016, Responses to CHIR No. 11, question 9.a. Figure

V-8 shows that in FY 2015 service performance results fdstandard MailCarrier Route
mailpieceswere affected by loadeveling.

Figure V-8
Standard Mail Carrier Route
Comparison of Load Leveled Mail and All Mail , FY 2015
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Figure V-8 shows that the service performance results for Standard Mail Carrier Route
subject to the load leveling initiative weresimilar to the overall results for the product.

Figure V-8 also shows that mail affected by loatevelingwasA AT T x OEA 01 OOAI

service performance target for the yearlf the Postal Service is unable to meet the service
performance target for the subset of thigroduct that has an additional day in the service
window, it follows that the Postal Service faces significant challenges in meeting the target
for the product as a whole.

Although the service performance result for Standard Mail Carrier Route improvedightly
in FY 2015, it remained 9 percentage points below targeBecause the results for Standard
Mail Carrier Route remain substantially below target, further action is necessary. Further
action for Standard Mail Carrier Routes discussed inChapter6.

c.  StandardVail Flats
The Commission issued the following directive in the FY 2014 ACD:

2% Responses to CHIR No. 11, questien Bffective July 1, 2014, the servitandard applicable to DSCF Standard Mail entered after the
critical entry time on Thursday until the critical entry time on Saturday was changed to permiéladidg at mail processing plants and
delivery unitsDocket NOACR2014, Library ReferenceR3$EY1429 at 13.

3A
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Standard Mail Carrier Route and Flats continue to fall well short
of intended annual performance targets. The Commission directs
the Postal Service to improvervice fa these products in

FY2015 or to explain in the FY 2015 ACR why efforts to improve
results have been ineffective and what changes it plans to make
to improve service performance®’

The Postal Service did not improve service performance f@tandard Mail Fats in FY2015.
Library Reference USP&- Y1529 at 11.Figure \A9 showsthe service performanceresults
for Standard Mail Flats from FY 2012 to FY 2015.

Figure V-9
Standard Mail Flats
Service Performance Results , FY 2012¢FY 2015

100

28 7 6.9 76.2 73.8
70— —— e —

60
50
40
30
20
10

(o]
()

% OnTime

FY 2012 FY 2013 FY 2014 FY 2015

Figure \A10 shows thepercentage points below target for Standard Mail Flats from
FY2012 to FY 2015.

27EY 2014 ACD 469 (emphasis in original)
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Figure V-10
Standard Mail Flats
Service Performance Percentage Points Below Target, FY 2012¢FY 2015
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Figure V-9 illustrates that the service performance results have been dkging since
FY2013. In FY 2014, Standard Mail Flats service performance resultere 14.8 percentage
points below target, declining to 17.2 percentage points below target in FY 2015.

(1) Postal ServiceResponseo FY 2014 ACD Directive

As detailed in Figure V10 above, service performance results for Standard Mail Flats did
not meet its FY 2015 target. In addition, Standard Mail Flats service declined in FY 2015.
Because the Postal Service was unable to improve its service performance $tandard
Mail Flats, it was required to explain why itefforts to improve Standard Mail Flats
performance were ineffective and what changes it plans to make to improve results.

In response to the FY 2014 directive e Postal Servicgrovides a brief dscussion in the

Annual Report on Service Performance for Market Dominant Prodditgsl with its ACR.See

Library Reference USP& Y1529 at 13-14. It summarizes the service performance results

Al O 30AT AAOA - AET &1 AOOh GhasOd hchidveddhetaryeE ET1 A 3 O
yet, the trend has been the same as for letters, continuing to improve through Postal
10A00A00Idat1AT A 186

The Postal Service also provides one general statement regarding why its efforts to

Ei DPOT OA &I ArdmancehAv® BeEndnkffe@ive, and three statements concerning

its past and future plans for improvement. With respect to why past efforts have not

Ei POT OAA OAOOGEAA DPAOA&EI Oi AT AAh OEA 01 O0OAI 3A00
realigning staffing ard educating employees in new jobs resulted in slippage of

DAOA&I OilldAT AA8O

2ACAOAET ¢ EOO PAOO AT A EOOOOA PI AT O &I O Ei POI
on the improvement of Standard Flat processing by reducing the WIP [Work In Process]
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AUAl A OEI A AU AAAOAAOGETI ¢ OEA OEI A AMdA&ai1AAT AO
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additional separations on the Automated Parcel and Bundle SorteAPBS] enable to reduce
reEAT AT ET ¢ AT A | WIKREAIAT OUGOHEGRT 08 ®OAT 3A00EAA C

APl U OEA OAT A 1 AOOAO ODLOAOACEAO 11 &£ AOGO 1T PA

T_
0

To better understand these statements, several CHIRs were issuedn responseto these

inquiries, the Postal Service statgthat, similar to First-ClassMail Flats, its efforts to

Ei DOT OA OAOOEAA DPAOA& Oi AT AA zoAtioukd valime ££A AOE OA
A A AT FahuArg 1®, 2016, Responses to CHIR No. 2, question 1B Postal Service

further details similar obstacles to improvement for Standard Mail Flats as were provided

for First-Class Mail Flats, specificall@i AET Bl OAT OEAT T U 11 OET C EOO
making destination processing less efficient and more pron® rejects and missoD 06 AT A
employees mistaking lowdensity trays as empty equipment as problemarising from less

dense trays.February 16, 2016, Responses to CHIR No. 11, questionl.fddition, the

Postal Service statsthat the increase in pacel volume has adversé affectedits efforts to

improve service performance results because flatA | | PAOA &£ O OAOT AT A DPOT ¢/
i AAEET A A QdnkaryA9 POIL6ERREPBNGes to CHIR No. 2, question IBx. Postal

Service states that it considers maipiece volume when determining the order in which it

processes pieced?

As part of its efforts to improve its service performancethe Postal Service notes that it will

continue existing programs in FY 2015 to improve service performance in FY 201eh§

PoDAT 3AOOEAA AAPITUAA ¢p TAx DPAAEACA O1 OOAO i
capacity and eliminate the competing processing window between higher package volume

AT A AOT Al A 20pitGlsdisfal@ai iti€ Wodking with the mailing industry to

create multi-scheme pallets and utilize diagnostic tools to address pallet handling and last

mile delivery issues.January 19, 2016, Responses to CHIR No. 2, question 16.b.

The Postal Servicetates thatitb1 AT O O1 OAT 1 OET OA MEEtAOOEIT ¢ 11
Standard Mail Flat processind@ by decreasing the time between bundle and next handling

D OT A A Qibér) Re&i@nce USPEY15%29 at 14. It reports that n FY 2015, the average

time between bundle and the next handling process was 29 hourS hoursgreater thanthe

target of 24 hours January 19, 2016, Responses to CHIR No. 2, question22.

Regardingthe next handling process, the Postal Servigepresentsthat the use of theAPBS
machines reduces rehandling and manual sortationand includes this as part of its
mitigation plan. Library Reference USP& Y1529 at 14.The percentage of Standard Mail

2810 clarify the operations process, the Commission asked for a description of the process used to determine which nesibésiit on

bundle processing machines and if there were cirstances that would lead to bundles and packages being processed concurrently. The Postal

{ SNIBA OS NBEB pojpigaying Slans, wHich ificlude the processing sequence, are developed based on projected volumes to align with

@2t dzyS | NNA @laf2 LINHEES MRKOdNBaia $OSNF f FIF OG2NER GKFG RNAGS GKS FoAtAdGexky
G@2f dzySz ydzYoSNI 2F aSLI NI GA2yas R2 gy Edsidgwindtad)Eaprusds 36 2016, ReEspoyistzid SNI 2 T Y (
CHIRNo. 11, question 2.d.

2 January 19, 201®&esponssto CHIR No.,2juestion 16b. See als&ebruary 16, 2016esponssto CHIR No. 1huestiors 2.e., 2.i.
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Flats processed on thAPBSincreased from 431 percentin Quarter 1 of FY 2012 to 6@
percentin Quarter 4 of FY 2015January 19, 206, Responses to CHIR No. 2, question 23.
However, service performance declined over this period. In response to a CHIR regarding
this apparent contradiction, the Postal 8rvice notes that there is no correlation between
the usage of the APBS and servicefformance. February 16, 2016, Responses to CHIR
No.11, question 6.

To combat the general problem of declinindlats volume, the Postal Service states it will

focus its efforts on proper mail flow, sort plan density optimization, and lean and

continuous improvement tools. January 19, 2016, Responses to CHIR No. 2, question 16.b.

)y OO Ei BOIT OAT AT O O1 1106 O00ATU 11T AT11AAT OAGEOA

combination of these tools andPostal Service analysis should identify root causes,
solutions, and corrective actionFebruary 16, 2016, Responses to CHIR No. 11, question 1.h.

(2) CommissionAnalysis

In past ACRs and again in this dockete Postal Serviceepresentsthat its service
performance results are improving because itservice performance resultsmproved in
Quarters 3 and 4compared toQuarters 1 and 2211 The Commissiomotesthat, in general,
service performance is typically higher inQuarters 3 and 4 than n Quarters 1 and 2.
However, with respect to Standard Mail Flats, it appears that this represents a cyclical
variation rather than an overall improvement in service performance results.

Figure \A11 contains the ontime percentage for Standard Mail Flats yoquarter.

#0repruary 16, 2016kesponssto CHIR No. 1huestion 2h. The Postal Service provides several examples including process flow maps, value
stream maps, cause and effect diagrams, pareto charts, process capability analysis, correlation analysis, control geantssamelksld.
at question 1i.

1 pocket No. 8R2012, Library Reference UGPR 229 at 8;Docket No. ACR201BibraryReference USRBY1829 at 8;Libray Reference
USP&FY1529 at 13.
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Figure V-11
Standard Mail Flats
Service Performance Results by Quarter , FY 2012¢FY 2015
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Figure \A11 illustrates that the FY 2015 quarterly ontime percentages for Standard Mail
Flats were below the FY 2013 and FY 2014 levels. While the Pos3alrvice has been able to
improve service performance results in Quarters 3 and 4, it has not been able to sustain
that improvement through to the next fiscal year.

The Postal Service repeatedly mentions that it will perform sort plan optimization to
improve service performance for Standard Flats2 However, it does not quantify the
percentage of Standard Mail Flats that this plan will affect. Given that the Postal Service
included this initiative in efforts to improve service in FY 2015, it is unclear tohe
Commission how this initiative will have a greater impact on service performance in
FY2016 than it did in FY 2015.

Another important issue facing Standard MaiFlatse © OEA 017 OOAI 3 AOOEAA
leverage its diagnostic tools to resolve issues the district level 213 In addition to the

0T OOAT 3AOOEAABO ET AAEI EOU O 1 AAO EOO OAOCAO
substantially below the national average. By improving service performance in these

districts, the overall service performance result for this product would increase.

Similar to Standard Mail Carrier Routemultiple districts recur on the list of 15 districts
with low service performance resultsfrom FY 2012to FY 2015214 This trend is depictedin

#?February 16, 2016Respnses to CHIR No. 2, question Eébruary 16, 20163esponse to CHIR No. 11, question 1.

MWe RS t2adlf {SNIBAOSQa S TEAMIRE ASNA S yRIjEddzANGT SNBA T §VR SOASV(RA 52a SNIBA OS A YL
facilities with the goal of identifying processing and network constraints that could potentially impact serviceérderioxQi&rbary 19, 2016,

Responses to CHIR No. 2, question 16.

Z45eeTable V7 FirstClass Mail Flats with a®Day Service Standard Correlation Between Recurring Poor Performing Districts and Kaizen

Deployment.
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Table \A10 for Standard MailFlats, which showsdistricts that have been in the bottom 15
performing districts at least 3 of the last 4 years.

Table V-10

Standard Mail Flats
Districts with Recurring Poor Flats Performance Results

Districts (Flats)

# of Times Appeared in Bottom
Quartile FY 2012 z FY 2015215

Greater Boston

N

Bay-Valley

Central lllinois

Chicago

Connecticut Valley

Honolulu

Long Island

New York

Northern New Jersey

Philadelphia Metro

South Florida

Triboro

Westchester

WWWWWwWwwwwwiw|w

The performance of the Long Island District is illustrative of the nationwide problems with
Standard Mail Flats service performance. In FY 2012, the Long Island District-tme
percentage for Standard Mail Flats was 63.1 perced In FY 2015, the Long Islan®istrict
on-time percentage for Standard Mail Flats increased to only 65.6 percent, still more than

25 percentage points below targetid.

The performance of the Long Island District illustrates the problems with Standard Mail

Flats service performance. e service performance result for the Long Island District was
6.9 percentage points below the national average in FY 2012, and 8.2 percentage points
below the national average in FY 2015. AAAOOA OEA 01 OO0AI

improve its worst performing districts result in districts that are 8.2percentage points

below target, the Commission igoncerned that the tools currently employed by the Postal

Service will be insufficient to meaningfully improve Standard MaiFlatsresults in future

years.

#5This column states the number of instaso(the maximum number is 4) where a district was among the 15 lepezfrming districts

calculatedby annual results from FY 20EX2015.
28y 2012Performance Quarter 4Exceff A £ S

6{ G-CYRGENRvanAf O2NB4a

wS L2 NIl ®PEf A E¢

it

o]

a{ a

3AOOEAAB O

L ¢5¢
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In recent years, the Postal Service discussed various initiatives for improving Standard Mail
Flats service performance, including the development of diagnostic tools. The purpose of
these tools is to identify problem areas. Yet service performancesuelts across the nation
continue to decline. This is especially apparent for districts with recurring results away

from the target, such as the Long Island District. Because the Postal Service has been unable
to resolve service issues in districts with pooperformance, it is unclear how its current

plans will lead to different and improved results. For further discussion, including

discussion of the reasons why diagnostic tools may not have been effective to ds&se

Chapter 6.

Similar to Standard Mail @rrier Route, Standard Mail Flats were also affected by load
leveling in FY 2015. As described previously, thead leveling initiative affectsall pieces
entered ata DSCF on Fridayand Saturdays.21” The service standard of this mail was
extended from 3 to4 days in an effort to improve network operations and logistics!8
Figure V-12 shows that in FY 2015service performance results forStandard MailFlats
mailpieceswere affected by loadeveling.

Figure V-12
Standard Mail Flats
Comparison of Load Leveled Mail with All Mail , FY 2015
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Figure V-12 shows that the service performance results for Standard Mail Flats subject to
the load leveling initiative were higher than the overall results for the product.However,

Figure V-12 also shows that mail affeted by loadlevelingwasA AT T x OEA 01 OOA1 3/

27 February 16, 2016kesponses to CHIR No. 11, questien Bffective July 1, 2014, the service standard applicable to DSCF Standard Mail
entered after the critical entry timéCETpn Thursday until the critical entry time on Saturday was changed to permitdwating at mail
procesing plants and delivery unitBocket No. ACR2014, Library Reference fSPI%29 at 13.

#8Fepruary 16, 2016kesponses to CHIR No. 11, questian 9



Docket No. ACR2015 -122 -

service performance target for the yearlf the Postal Service is unable to meet the service
performance target for the subset of this product that has an additional day in the service
window, it follows that the Postal Service faces significant challenges in meeting the target
for the product as a whole.

Although the Postal Servicadiscussed some changes it plans to make to improve
performance for Standard Mail Flats, the Commission finds the response insufficient to
address consecutive years of failure to meet Standard Mail Flats service performance
targets. Similar to theresponseprovided to the First-Class MaiFlatsdirective, the

response proposeds a vague networkwide mitigation plan, which doesnot offer
comprehensive insight toplanned Postal Serviceorrective actions at the district and
facility-levels.As furtherexplsdE T AA ET #EADOAO guirenOnitifatian] OOA |
plans are insufficient and inadequate to repair systemic problems facirftats mailpieces.

Consequently, because service performance did not improve in FY 201 Commission
finds further action is necessaryFor further discussion of these issues and the associated
directives, :eChapter6.

d. Periodicals

Service performance results for both Periodicals productsn-County and Outside County

are reported jointly . The performance ofll Periodicalsis used as a proxy for the

performance ofln-County2294 EA 017 OOAI 3 AOOEAA OOAOAO OEAOD
County Periodicals performance is necessary because of the nature ofGounty Periodicals

i AET AOOS OAI1 AOE OAIiLbrarpRefelerice (SEEATMD BtA516.AT DA 8 S
Because the service performance results are the same for Outside County andClbunty,

the Commission reviews them together in the ACOhe Commission issued ta following

directive in the FY2014 ACDconcerning Periodicals

The Postal Service again did not meet its delivery performance
targets for its Periodicals product. The Commission directs the
Postal Service to improve service for Periodicals in FY 2015 or to
explain in its FY 2015 ACR why efforts to improve reshise

been ineffective and what changes it plans to make to improve
performance?20

The Postal Service did not improve service for Periodicals FY 2015 Library Reference
USP3FY1529 at 15.Figure \-13 illustrates that service performance results have not
improved since FY 203B.

#9Nearly all Periodicals pieces measured by iMAPS have information in electronic documentation to distinguish beGuoeetyland
Outside County mail. Approximately 1 percent of measured pieces fell into-4Beunty category; therefore, Periodicals u#s at the class
level serve as a proxy for-@ounty performanceSeeFY 2015, Performance, Quarter 4.

0Py 2014 ACD at 3112 (emphasis in original)

3A
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Figure V-13
Periodicals
Service Performance Results, FY 2012¢FY 2015
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Figure \V14 showshow many percentage points below target service performance results
were for Periodicalsfrom FY 2012 to FY 2015.

Figure V-14
Periodicals
Service Performance Percentage Points Below Target, FY 2012¢FY 2015
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The serviceperformance result for Periodicals was 13.4 ercent below target in FY 2015.
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(1) Postal Service Response to FY 2014 ACD Directive

As detailed above in Figure \13 and Figure V{14, service performance results for

Periodicals declined in FY 2015. Because the Postal Service was unable to improve service
performance, it was required toexplain in its FY 2015 ACR why efforts to improve results

have been ineffective and what changes iigns to make to improve performance The

#1 11 EOOETT ZETAO OEA 01 OOAI 3AOOEAAS8O OAODPITO

For Periodicals, he Postal Servicgrovides a brief discussion in theAnnual Report on

Service Performance for Market Dominant Produdiied with its ACR.Seelibrary Reference
USP3FY1529 at 16-17. The Postal Service notes that Periodicals service experienced a

OO0l ECEO AAAI Eid.At 16Eé Postal Servigerofiers ®nd reasons why its

efforts to improve service performancewere not successful. One, the Postal Service

OAPOAOGAT 6O OEAO O+ OYEA ET AOAAOGA ET 7)0 OAOGOI O
ATA TAGO EAT AlETwE th&0di T ROMA O E31 AXBOHE Adfslight Hedréade OEA O ¢
in performance occurred while the Postal Service was aligning efforts to address other

product lines that were experiencing greater declines during the ye&ld.

Regarding changes it plans to make to improve performancend Postal Service proffers

three mitigation plans. One,®0 EO Ox1 OEET ¢ OI OAOEOA OEA POl AA
OAOET AEAAT O O1 A1 OOOA A QDA IARA ORO xIl TOBA Gl © XA GEl /
xI OEA&I T x xAO AAOGAI 1 PAA £ O 0AOET AEAAI O ET Al OA
revised procedureswas provided.ld.4 EOAAR EO OOAOAO OEAO EO EO O
identify locations and operations where the time between arrival and bundlto-piece

TS sz A N L A N A s waoA ~ A 2 s

AEOOOEADOETI 1T EQdat&VOOEAA 1T &£ AT 106011 86

In responses to several CHIRthe Postal Serice further explains why efforts to improve
Periodicals service wereunsuccessful describes efforts it undertook to improve
performance in FY 2015and refines plans to improve serwie performance for Periodicals.

Regarding why its efforts to improve sevice were unsuccessful, the Postal Service states

OEAO OAOOEAA PAOA&E Oi ATAA OAOOI OO &A1 O 0AOET AEA
AA AT Fahudrg 1®, 2016, Responses to CHIR No. 2, question 1&caordingly, the Postal

Service asserts thatthdd AAOAAOA ET O11 0 A POl AGAAA O1I AGO A
which had a greater risk of affecting service performance resulttd. question 17.b.Similar

to other flats, the Postal Service note© OEA ET AOAAOAA DAAEACA O11 01 A
DOl AAOOET ¢ |1 AAEET A AOAEI AAEI EOUh6 Aidi OOEAOOET
guestion 17.a.

In response to CHIRSs, the Postal Service also identifies efforts it undertook to improve
service pefformance in FY 2015. ie Postal Servicexplains that itdeployed 21 new
package sorter machinesnd held severalKaizen eventsn FY 2015 January 19, 2016,
Responses to CHIR No. 2, question 173ervice improvement teams were deployed to 22
locations, which were identified by the Postal Serice as having a higheimpact on
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nationwide service performance February 16, 2016, Responses to CHIR No. 11, question
3.0.1.

Regarding additional plans to improve future performance,hie Postal Service represents

that it is developing multi-scheme pallets, and is focusing on proper mail flow, density

optimization, and last mile impact.ld. Furthermore, the Postal Service implemented new

prices and mail preparation rules for FS3which it states willencourage entry d¢ mail with

faster and more efficient processing of mail in FSS zoné®bruary 16, 2016, Responses to

#()2 .18 pph NOAOOEIT o8 4EA 01 OOAI 3AO0OO0EAA A
policy to ensure all mail is properly identified withthe @ D OT POEAOA AAI EOAOU O
February 16, 2016, Responses to CHIR No. 11, question 3.c.

(2) Commission Analysis

Figure \A15 contains the ontime percentage for Periodicals by quarter.

Figure V-15
Periodicals
Service Performance Results by Quarter, FY 2012¢FY 2015
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Similar to responses given for otheflats products, the Postal Service highlights that service
performance resultsfor Periodicals steadily increase throughout the fiscal yea?#?! As

221 Docket No. ACR201PRiprary Reference USEFY'12.29 at 8;Docket No. ACR201Bibrary Reference USEFY1829 at 8;Docket No.
ACR2014, ibrary Reference USEFY 1429 at 89.
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Figure \A15 illustrates, although results trend upward by quarte during a fiscal year,
annual service performance for Periodicals has declined yeawer-year since FY 2013.
Improvements during the third and fourth quarters of a year do not portend improvement
in a future year for Periodicals.

Although the Postal Serice providesa list of actions it undertook to improve service
performance for Periodicals in FY 2015, the actiondid not achieve improved results. As
shown in Figure V-15, service performancedeclinedin FY 2015 Although the Postal
Service discusses itsnitigation actions generally in the ACR and responses to CHIRs, its
explanations do not contain quantitative analysisSeveral of theactions the Postal Service
describesdeserve further scrutiny.

Table \t11 shows thatCritical Entry Times (CET9 for somePeriodicals moved to earlier
times during the second quarter of FY 2018/hen the Postal Service moves CETs to earlier
in the day it has more time to process and deliver the mail.

Table V-11
Periodicals
Change in Critical Entry Times and Service Perf ormance by Quarter, FY 2015

Processing| Container FY 2015
Make-Up Old | New
CET | CET

Bundle Sort | 0800 | 1100
FSS No Bundle 1100 | 1100

Sort

Bundle Sort | 1600 | 1100
Required

No Bundle 1700 | 1400
Sort

Non-FSS | Required
No Bundle 1700 | 1700
Sortz
Carrier
Route Pallet

Ql | Q2| Q3 | Q4
Overall Periodicals Service Performance FY 201 77.7| 79.2 | 83.4 | 83.2
Overall Periodicals Service Performance FY 201 78.2| 76.3| 78.2 | 77.4

As shown in Table V11, despite having more time to process Periodicals during Quarters 2,
3, and 4 of FY 2015, overall service performance results for Periodicals during those
quarters remained below the FY 2014 levels. In fact, the only quarter in whidkeriodicals
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performed better than in FY 2015 was the first quarter, where CET times were the same as
in FY 2014.

The Postal Service points to volume declinesvhich it contends ledto less dense traysas

one of the reasons fotower service performance.January 19, 2016, Responses to CHIR No.
2, question 17 However, the Postal Service has nafffered sufficient support for this
contention. Flats volumes vary throughout the year and throughout the country, and the
Postal Service has nalemonstratedthat performance is worse in areas with less volume

or less density.In order to meaningfully assess why its FZ015 efforts failed to improve
performance, this problemmust be looked atquantitatively, focusing on areas and times of
the year where volumes werdower. The Commission discusses this issue further in
Chapter 6.

The Postal Service also discussseveral initiatives undertaken during FY 2015 that were
designed to improve results in autonation processes, such as Kaizeavents and improved
automation equipment. Id. The Postal Service has not linked these facility and area specific
events with improvements in these locationsThe Postal Servicalsodiscusses the WIP

tool as part of itsdiagnostic tools In order to meaningfully assess why its FY 2015ferts
failed to improve performance, the Postal Service shouliaveleveraged this tool.The
Commission discusses these issues further in Chapter 6.

In FY 2015, the Postal Service implemented FSS pricing for Periodicals, which created

separate FSS and noFSS zoneg24 EA 01 OOAIT 3 AOOEAA Ei Pl EAO OEA
i AEAOD AT A AT OOU ¢ xEIl Y EIDOT OA 1 AEI A&l1x 000
January 19, 2016, Responses to CHIR No. 2, question 17h&. Hostal Servicdurther

explainsthat the new pricing scheme allows rore volume to be processed earlieand

avoid upstream handlingsFebruary 16, 2016, Responses to CHIR No. 11, questiofBe

0T OOAIT 3AOOEAAG O &BdshivebteprhdneleGthePostaIGEMOEOR EO A
guantified how the FSS mail preparation requirements may affect service performané&.

Quantifying the effects of changes intended to improve service performance is critical to
understanding what steps can be taken to meaningfully improve service perforamce. The

effects of FSS are discussed further in Chapter 6.

The Postal Service has not achieved dime delivery for Periodicals above 82 percent
during the PAEA era. This is particularly concerning in light of the fact the Postal Service o
appearstoindAAOA OEAO O0AOEI AEAAI 06 OAOOEAA DPAOA Ol A

OOAOET ¢ OEAO Ofr OYEA OI ECEO AAAT ET A ET DPAOA O

s A N P IR

#2geesupra,Chapters 2 an€hapter3.

23 The Postal Service scores processing for FSS areiS®scheme mail. A processing score reflects the percentage of mail for which the

measurel processing duration does not exceed the expected number of days in transit from Postal Service acceptance to theefinaigoroc

operation. This score differs from a service performance score because it does not incllaf thitke component that refcts time in transit

from final automated operation to deliveriResponses of the United States Postal Service to Questions 2 ¥/ KF ANX I y Q& LYy T2 NN G A
No. 16, question 2.aRgsponses to CHIR No).16
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service performance for Periodicals must be an area for improvement and focus in future
years.

4EA #1110 EOOEPeiiodicalsBirective required the Postal Service tgrovide an
explanation for why its efforts to improve Periodicalsperformance were ineffective. As
described above, the Postal Service provided a hidgével explanation of the steps it took to
try to improve performance in FY 2015However, those steps wee ineffective, and the
Postal Servicedid not adequately explainwhy those steps were ineffectiven improving
Periodicals service performance

The Postal Service was also required to detail what changes it plans to make to improve
results. In the ACR, tle Postal Service mentions several plans, including employee training,
revising of processing procedures, and utilization of WIP cycle time, but does not provide
further detail. Id. at 16-17. In responses to CHIRs, the Postal Service discusses several other
plans, but for the most part, doesot differentiate its FY 2016 plan from its ineffective

FY 2015 actions.

Stating it will largely take the same approach to improvindPeriodicals service in FY 2016,
the Postal Service desnot adequately explain why these changes would be more effective
in FY 2016.Instead, it proposes a vague networkwide mitigation plan, which substantially
overlaps with FY 2015 effortsand does not offer insight to its corrective actions by, for
example, providing information at thearea- and facility-levels. For these reasonshe
Commissiontakes further actionin accordance with these findings in Chaptes.

e. BoundPrintedMatter Flats
The Commission issued the following directive in the FY 2014 ACD:

Results for BPM Flats remain thewest among Package Service

products and have decreased since FY 2013. The Commission

OEAxO OEA 01 OOAI 3AOOEAAS8O DPOAOGET 6O
performance results as largely ineffective. It directs the Postal

Service to improve performance for BPM Hanh FY 2015 or

include a discussion of its FY 2015 strategies to increase results

and measurable volume in its FY 2015 ABR.

The Postal Service did not improve service for BPM Flats in FY 20Egure \+16 shows
service performance results for BPM Flattom FY 2012 to FY 2015. In FY 2015, the on
time service performance result was 45.2 percentigure \-16 shows that service
performance for BPM Flats declinedince FY 2013.

24Py 2014 ACD at 1{#mphasis in original)
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Figure V-16
Bound Printed Matter Flats
Service Performance Results, FY 2012¢FY 2015
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As shown in Figure V17, the service performance results for BPM Flats was 44.8
percentage points below the target of 90 percent otime in FY 2015, 15 percentage points
further below the target than in FY 2014.

Figure V-17
Bound Printer Matter Fl ats

Service Performance Percentage Points Below Target, FY 2012z FY 2015
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(1) Postal Service Response to FY 2014 ACD Directive

As detailed above in Figure M6 and Figure V17, service performance results for BPM
Flats declined in FY 2015. Because the PakService was unable to improve service
performance, it is required to provide an explanation for why its efforts to improve BPM
Flats performance were not effective and explain how it plans to improve service
performance results.

The Postal Serviceprovides a brief discussion of BPM Flats in thénnual Report on Service
Performance for Market Dominant Producfiied with its ACR.Seelibrary Reference USPS
FY1529 at 20-21. The Postal Service has previously noted thalue tothe relatively low
volume of BPM Hats, individual mailers significantly affect service performance result$2>

The Postal Serviceprovides two reasons why its efforts to improve service performance for

BPM Flats were ineffective in FY 2015. Firsa, large portion ofBPM Flatspieces ae

manually processed becaustheir i AET AEAOAAOAOEOOEAO AOA O1T1 0O ¢
Al AO T O PAAEACA Lifran(ReferenCe USBBEYERRD &t P0OS:éond

current regulations allow automated and norautomated BPM flats to be comingled

reO0O1 OET ¢ ET Oi AAEET AAAT A PEAAAIGaRI. OAT OEAT T U A

Regarding its plans to improve performance e Postal Servicstates thatitOB1 AT O O1 A&l 7
on the improvement ofBPMFlats processing by reducing the WIP cycle time for machine

compatible pieces by decreasing the time between bundle and next handling processand;.

The Postal Service states that it will decrease time between bundle and next process by

OAAOAT AET C ndoEStandar® Flaskadi@yEzero (day of acceptanagid. In

AAAEOEIT T h OEA 01 OOA1 3AOOEAApandettd @quicindn EO OE
£l O OEEO DPOI ACAO O1 Ei boOi OA ®HOO AAEI EOU O AA

(2) Commission Analysis

The Commission noted in its FY 2012 ACD that the Postal Service should work with mailers
to increase measured volume and utilize diagnostics to increase performance resuiis

BPM Flats?26 In FY 2015, only 10.1 percent of BPM Flats were mailed with R8lervice IMb,
enabling service performance tracking. Of this small subset, only 38.2 percent were
processed on automation equipment and had service performance actually measur&d.
Thus, less than 4 percent of all BPM Flats were in measurement in FY 2015. Of4his
percent, less than half were delivered o#time.

225 SeeDocket No. ACR201/AResponses of the United States Postal Service to Questors 1 AT A t 1T £ #EAEOI AT 80 )1 A&l O A
6, February 18, 2015, question 4 (February 18, 201Responses to CHIR No).6

226 Docket No. ACR2012, USBSY1229 at 20-21; See als@ocket No. ACR2013, USRISY13%29 at 19; Docket No. ACR2014, USHFY 14
29 at22.

227 Responses of the United States Postal Service to Question, 8, 11, and 1 ¢ | £ #EAEOiIi A1 860 )1 &£ Oi AGEiI T 2ANO/
2016, question 16(February 3, 2016,Responssto CHIR No. b
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The relatively low proportion of BPM Flatsmeasured by IMblessens the effectivenessf
diagnostic tools used to search the network for causes of delaghe Postal Service explains
that there are fewBPMFats mailers and thatBPM Flatsare more likely to be manually
processed due to their incompatibility with sorting equipment?28 The Postal Servicetates
that it plans to overcome challengespecific to BPMFlats by improving processing for
Standard FlatsId. at 21.

The Commission acknowledges the unique characteristics BPMFlats mail and the
challengesthese characteristcsA OAAOA AOOET ¢ DOT AAOOGET ¢8 4EA
plan relies heavily on the strategy proposed for other flats and its successful

implementation. Nonetheless, the service performance results for BPM Flats did not

improve in FY 2015 and was 44.8 p&entage points from the target. As a resulthe
Commissiondirects further action in Chapter6.

4. FY 2015 Service PerformariResultdoy Class

a. FirstClasVall

() FY 2015 Results

For the first time since thePostal Servicebegan reporting service performance ball
Market Dominant mail products, no FirstClass Mail product mebr exceeded itsservice
performance targets.SeeTable \ 2. Table V12 shows the ontime percentages and targets
for First-ClassMail between FY 20110 FY 2015.

28pocket No. ACR2012, Library Reference (P29 at 2621.

Ol
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Table V-12
First -Class Mal
Service Performance Results, FY 2011 ¢FY 2015

FY 2011 FY 2012 FY 2013 FY 2014 FY 2015
Target | % Target | % Target | % Target | % Target | %
On- On- On- On- On-
Time Time Time Time Time
Single-Piece
Letters/Postcards
Overnight | 96.65 | 96.7 | 96.65 | 97.0 | 96.70 | 96.8 | 96.80 |96.7 | 96.80 | 95.8
2-Day | 94.15 | 94.2 |94.15 |95.6 | 95.10 [96.0 | 96.50 |95.7 |96.50 | 94.0
3-5-Day | 92.95 | 91.9 9285 [93.2 |95.00 | 925 |95.25 |88.6 |95.25 |77.3
Presorted
Letters/Postcards
Overnight | 96.65 | 90.8 | 96.65 |96.9 | 96.70 [97.3 | 96.80 |97.2 | 96.80 | 96.0
2-Day | 94.15 | 89.2 |94.15 |95.9 | 95.10 [97.2 | 96.50 |96.6 | 96.50 | 93.8
3-5-Day | 92.85 | 90.7 |92.85 [954 |95.00 |95.4 |95.25 | 925 |95.25 |88.0
Flats
Overnight | 96.65 | 90.3 | 96.65 | 89.8 | 96.70 [ 86.6 | 96.80 | 84.9 | 96.80 | 83.2
2-Day | 94.15 | 84.0 | 94.15 |85.0 | 95.10 [84.4 |96.50 |82.5 | 96.50 | 79.8
3-5-Day | 92.85 | 80.0 | 92.85 |80.0 |95.00 | 77.6 |95.25 |72.6 |95.25 |65.3
Parcels
Overnight | 96.65 | 90.3 | 96.65 | 89.8 | 96.70 [89.8 | 96.80 | 88.4 | 96.80 | 84.8
2-Day | 94.15 | 83.2 |94.15 |85.8 | 95.10 [89.1 |96.50 |86.8 | 96.50 | 84.2
3-5-Day | 92.85 | 86.6 | 92.85 [88.4 |95.00 | 88.8 |95.25 |83.8 | 95.25 | 73.7
Outbound Single -
Piece
International
Overnight 96.1 95.0 94.3 93.0 90.4
2-Day 92.5 92.9 92.7 93.2 92.5
3-5-Day 91.1 90.7 87.5 85.7 82.5
Combined| 94.00 | 91.9 |94.00 | 91.5 | 94.00 [88.9 |94.00 |87.8 |94.00 | 85.3
Inbound Letter
Post
Overnight 93.4 94.1 92.3 91.8 88.6
2-Day 88.6 91.5 90.7 89.4 83.7
3-5-Day 87.6 89.2 86.5 82.9 71.3
Combined| 94.00 | 91.9 |94.00 | 90.5 | 94.00 [88.0 |94.00 |85.2 |94.00 | 75.6

Note: Service performance results are reported using one decimal plaide targets are reported using two decimal places. This captures the

incremental increase in annual service performance targets. Numbers in red indicate service performance results thabekéd ooexceed

the annual service performance target.
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(2) PostalService Explanation for Not Meeting Service
Standards

The Postal Service generally attributes its Firs€lass Mail service performance results to:
winter weather and implementation of Network Rationalization, and ties these to problems
associated with itstransportation network. Seelibrary Reference USPE Y1529 at 8, 9.

Similar to previous years, the Postal Service attributes lower service performance results

inpart, 0T xET OAO xAAOEAO8 3PAAEZAZEAAI T Uh EO A@bI AE
El 1T x06 OEOI OClas$ Mabtradspokatién Bedwdi®.Id. at 8. The Postal Service

had nearly identical reasoning last year when it representethat, due to severe winter

weather, it needed to divert First-Class Mail with service standards longethan 2-days to

available surface transportation22°

The Postal Service explains thahase 2of Network Rationalization caused a shift in mail
volume between mail processing facilities, which resulted in additional interrupted

network flows due to insufficient air carrier capacity in the needed location$30 Table \A13
OETi xO OEA 01 OO0OAI
produced in Quarters 2, 3, and 4 of FY 20151

s o~ oA~

Table V-13
Air Capacity by Quarter
Air Carrier Air Carrier
FY 2015 Quarter Capacity Capacity Air Capacity Gap
Requested Received
2 172,802,712 152,268,168 -20,534,544
3 166,389,873 153,097,529 -13,292,344
4 164,085,103 155,999,285 -8,085,818

Data is calculated using daily cubic feet volume.
SourceJanuary 19, 2016, Responses to CHIR No. 2, question 19.b.

In response to capacity constraints, the Postal Servistates thatitOT T AT AOAAA 1 Ax
commercial air carriers, purchased dedicated charters to offset the shortage of capacity and
AT 1T OET OAA O1 1TACi OEAOA AAAEOEIT 1T Adnualy AD2016E O L
Responses to CHIR No. 2, question 19.c.

With respect to First-Class Mail products with a &-Day service standard, service
performance resultshave declined in every fiscal year since FY 201Phe Postal Service
I T OA O -daySingléPimce Mail utilizes our air transportation network which is most

229 | ibrary Reference USEFY' 1529 at 8; Docket No. ACR2014, Library ReferencedbSR&29 at 8.
230 See January 19, 2016, Responses to CHIR No. 2, question 19.a.

231 Data is not provided for Quarter 1 because Phase 2 of Network Rationalization was implemented on January 5, 2015, raithge dfefg)y
2015 Quarter 2.



Docket No. ACR2015 -134 -

susceEAT A O Ei bAZ@s dishsséd abodeitidPds@lsSérvice also
experienced air capacity constraints in FY 2015 due in part to Phase 2 of Network
Rationalization, which affected service performance for products that utilized air
transportation.

Figure \A18 shows the results for FirstClass Mail products with a 36-Day service standard
(e.g.products utilizing the air transportation network) from FY 2012 to FY 2015.The
results for all First-ClassMail products with a service standard of3-5-Days declined in FY
2015.

Figure V-18
First -Class Mail 3-5-Day
Service Performance Results, FY 2012¢FY 2015
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The Postal Servicalso explainsOEAO OOEA AEOOOPOEI T AAOOAA AU
educating employees in new jobs rested in slippage ofperformance.dLibrary Reference

USP3FY1529 at 8.New service standards resulting from the Phase 2 implementation of

Network Rationalization resulted in a change in operating windowslJanuary 19, 2016,

Responses to CHIR No. 2, question 18T4is changeA A  O-biddiGgmAthe majority of

AOAZEO Ai PI T UAABO AOOCECT i AT OO AO i AElI DPOI ARAOOE
districts. 1d. questions 18.a., 18.b.

Table 14 showsthat the percentage of Tour 1 employees decreasdxtween Quarters 1
and 3 of FY 2015, while the percentage of employees working Tours 2 and 3 increased
during the same periodJanuary 19, 2016, Responses to CHIR No. 2, question 18le:
0T OOAT 3AOOEAA Agpi AET O OEAO OAEOOT ET I0OEA 1A
changes, the learning curve associated with employees developing new skill sets, and

#22pocket No. ACR2013, Library Reference (oPIR29 at 8.
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CAETEI ¢C ZAI EI EAOEOU xEOE 1T Ax TBAOAOGEITTAI xI1 OE
February 16, 2016, Responses to CHIR No. 11, question 4.c.

Table V-14
Change in Employee Tours
Tour October 2014 May 2015
1 46.0% 30.0%
2 14.3% 26.6%
3 39.7% 44.4%

SourceJanuary 19, 2016, Responses to CHIR No. 2, question 18.d.

(3) Comments

The Public Representativecommentsthat no First-Class Mailproducts mettheir service

performance targets for FY 2015PR Comments at 6. HalsonotessOEAO OEA AOAOU b
performance score was less than the corresponding FY 2014 resulltl. He observeghat the

01 AOCAOO NOAOOAOI U AEAT CAO ET OADSeakdorybfA OEl OI
POl AOdaedgA 11 OAO OEAO OEA OOAOOEAA OOAT AAOAO
AEEAAOGAA AU 111 C AEOOAABAMIngEA &R0 oipiléaedhi CEO OO0
should be given to improving the 35-Day service standard segments of FirsClass Malil
DOi AOd &QB 6

The Public Representativealso examines quarterly data for domestic FirstClass Mail
products and concluds O E AyPically the highest service performances achieved in the
first quarter, and the lowestservice performancel AAOOO E1T OEAId.Gi#8AHel A NOA
reasons that thispattern may be due to winterkmonth transportation issues, but notes that
Qwlinter x AAOEAO EO AT AT 1T OAl AOGAT O OEAO OHA 01 A
at10.( A AT 1T A1 OAAO OEAO xET OAO xAAOGEAO OAT AO 1
Class Mail products generally are not compliant with meeting annual service performaac
OAOCIAOO8 6

(4) Commission Analysis

A change in service standards related to Network Rationalization removed the overnight
standard in FY 2015 and shifted more mail to the-Pay and3-5-Day service standard in
FY2014 and FY 2015FY 2013 ACD at 105. Dedpithe longer processing window service
performance dramatically declined for products with a 3-5-Day service standard.

The Postal Service provides twgeneralexplanations for how Phase 2f Network
Rationalization affected service performance resultsir capacity and employee
realignment/education. It provides evidence demonstrating that operational changes and
capacity constraintsoccurred at the same time asadverse service performance results.
Specifically, the timing of employee realignment and atransportation availability
coincided with a decreasen service performance results.
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While the Postal Service is able to identify issues surrounding FY 2015 service performance
results, it has been unable to quantify the linketween the issues it idenifies and the

recent rapid and severe service performance degradation, especially with respect to
products with a 3-5-Day service standard. Furthermore, the Postal Servid®es not show a
connection between the issued identifies and how its mitigation plan will lead to service
performance targetsbeing met.

The Postal Serviceepeatedly points to its root diagnostic tool asthe primary method for

identifying problematic processing facilities and rectifying operational issuesThe

Commission has not beemable to linktEA  OT 1T 1 6 O O O APostdt SekviceicfioAs] O E AE A A
Ol EI DOI OA OAOOEAA PAOA&I Oi AT AA8 &OOOEAOI T OAh

in its worst performing facilities have not yielded results yearafter-year, it is not apparent

why the same strategy would produce aimprovement at any other facility. For example,

Table 15 showsthat severaldistricts with relatively high -weighted volumes of Single

Piece FirstClass Mail with a 35-Day service standardemained the worst performing

districts from FY 2012to FY 2015.

Table V-15
Single-Piece Letters/Postcards with a 3 -5-Day Service Standard
Correlation Between Poor Performing Districts and Weighting

District Occurrences on Worst FY 2015 Weighting
District List 233
Dallas 1 4.10%
Suncoast 2 3.56%
Lakeland 2 3.09%
Central lllinois 2 2.43%
Santa Ana 5 2.28%
Colorado/Wyoming 12 2.13%
Seattle 8 2.08%
South Florida 12 2.01%

There are 67 districts. If all 67 dstri cts were equally weighted, eachidtrict would account
for 1.49 percent of volume. Thus, angistrict with a FY 2015 weight of over 1.49 percent

accounts for a higher portion of the nationwide service performance result§or example,
the Dallas District accounts for 4.10 percent of the gighted volume, therefore its service

performance results have a large impact on the nationwide scores.

Furthermore, Table \A16 shows thatthere were nodistricts that met service performance
targets for 3-5-Day SinglePiece Letters/Postcards in FY 2015

2B This column statesie number ofinstances where aistrict wasamong the 15 lowesperforming dstricts calalated by quarter from
FY2012FY 2015.
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Table V-16
Single-Piece Letters/Postcards
Districts that Met Service Performance Targets by Quarter, FY 2015

Q1 Q2 Q3 o4

Number of
Districts that
Met Service 0/67 0/67 0/67 0/67
Performance
Targets
Percentage of
Districts that
Did Not Meet
Target

100% 100% 100% 100%

4EAOA AAOA OOGCGCAOO OEAO OEA 01 OOAI 3A0OOEAAGO
with abnormally deficient results are ineffectivebecause theproblem spans alldistricts.

Tables V15and V16ET1 | OOOOAOA OEA ET AEZAZAAOEOAT AOO 1T £ OE
service performance The data suggest that the problem is widespread and efforts focused

on the worst performers have not worked. Given the widespread nature of the problem and

the continued decline in service performance,ie Commission is concerned that the Postal

Service has not provided new plansplatforms, tools, or metrics thatackle and sufficiently

addresssuch a widespread problem

In addition, the Postal Serviceontinues to indicate that severe winter weather is an
obstacle to consistently meeting its service performance targetBecause severe winter
weather is an annual occurrence, it is critical that the Postal Servipeepare adequately for
expected, seasonalariations in weather to avoid adverse impacts to service performance.
In addition, the quarterly district level service performance reports that he Postal Service
provides illustrate that all quarters, not just quarters where severe weather occurs, have
reported results less than the targee34 This demonstrates that the problem is more
widespread than one that can be explained by severe winter weather.

The Commission finds that the Postal Service did not meet its service performance targets for
First-Class Mail in FY 208. The Commission expects service performance to improve in
FY2016.

The Commission is particularly concerned with the recent dramatic decline of service
performance forFirst-Class MaiSinglePiece Letters/Postcards with a-8-Day servce
standard anddetermines thatFirst-Class MaiSinglePiece Letter&ostcards is not in
compliance.

24 seeUSPRuarterly ServicPerformanceReportsQuarters 14 of FY 2012 to FY 201tp://www.prc.gov/documents/quarterly

performance SeealsoFigure V4 FirstClass Flats with a3 Day Service Standard Service Performance Results per Quarter, FYYZ2015.
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The Commission directs the Postal Service to improve service for-Elests Mail Singkiece
Letters/Postcards in FY 2016. The Postal Sennuestprovide an explanation in the FY 2016
ACR detailingspecificefforts targeted to improve service performance results for Fir€liass
Mail SinglePiece Letters/Postcards FY 2016 Further, itmustprovide a detailed,
comprehensive plan to improve service pamnancefor First-Class Mail Singl®iece
Letters/Postcardswithin 90 daysof issuance of thiaCD

In addition, the Postal Service must provitlee following data, disaggregated by district level
and service standard, in conjunction with its plapercent of FirstClass Mail SingkPiece
Letters/Postcards that missed collection box pickups; percent of F@kiss Mail Singkiece
Letters/Postcards where First Processing Operations (FPO) occurred one day after collection
box pickup; percent of Firs€Class Mail Singk®iece Letters/Postcards that missed processing
windows due to ground transportation constraints; percent of Fir€lass Mail SingkPiece
Letters/Postcards that missed processing windows due to air transportation constraints;
average WIRcycle time; facilities with above average WIP cycle time; and percent of First
Class Mail Singk®iece Letters/Postcards that have already missed service standard by Last
Processing Operation (LPO).

Furthermore, FirstClass Mail Flats continukto fall substantially short ofannual ) S
PAOAI Oif AT AA OAOCAOO8 4EA #1111 EOOEI T80 AEOAAOE
b.  Standard Mail
(1) FY 2015 Results

Table 17 shows that service performance results foStandard MailParcels and High
Density and Saturaion Letters exceeded the performancéargets set by the Postal Service.
Standard MailHigh Density and Saturan Letters exceeded théarget for the third
consecutive yearStandard MailHigh Density and Saturation Flats/Parcels were near this
U A A O 8etof 9 petcént ontime delivery.

Service performance forStandard MailCarier Route did not meet performancetargets, but
service performance results for this product improved slightly in FY 2015Y 2015results
for Standard MailLetters and Flats didnot meet performance targets.

The Postal Service was able to provide service performance results for Every Door Direct
Mail? Retail this year for the first time235

Table \£17 below shows service performance result$or all Standard Mail products.

reKS ASNIDAOS LISNF2NXYI yOS Y Rdtad idzblis theAddilicatich®Ninipicce indle SwitHnB dady urits. A

Delivery of these bundles is captured with a scan made by carriers at the delivery unit upon distribution for delivesy pBeivimance is

measured by comparing the total transit time, from stére-clock to estimated delivery, to the secei standard to degrmine the percent

delivered onli A Y $SPRuarterly Performance Repofts Quarter 1 FY 2015, February 9, 2006E OSt T A f S cBveryiDogt RireNR a | A f
Mail 151 Scores Repait



Docket No. ACR2015 -139-

Table V-17
Standard Malil
Service Performance Results, FY 2011 ¢FY 2015

FY 2011 FY 2012 FY 2013 FY 2014 FY 2015
Target | % Target | % Target | % Target | % Target | %
On- On- On- On- On-
Time Time Time Time Time

High Density 90.0 | 86.9 | 90.0 | 87.2 | 90.0 [ 90.8 | 91.0 | 923 | 91.0 | 915
and

Saturation
Letters

High Density 90.0 | 76.6 90.0 | 90.8 90.0 | 87.0 91.0 | 87.2 91.0 | 87.0
and

Saturation

Flats/Parcels

Carrier 90.0 | 50.1 | 90.0 | 70.6 | 90.0 | 79.7 | 91.0 | 81.4 | 91.0 | 82.0
Route

Letters 90.0 | 71.3 | 90.0 | 80.7 | 90.0 | 859 | 91.0 | 87.1 | 91.0 | 85.8
Flats 90.0 | 599 | 90.0 | 70.0 | 90.0 | 769 | 91.0 | 76.2 | 91.0 | 73.8
Parcels 90.0 | N/A 90.0 | N/A 90.0 | 98.7 | 91.0 | N/A 91.0 | 98.1
Every Door 91.0 | 78.5
Direct Mail 2

Retail

Note: Numbers in red indicate service performance results that did not meet or exceed the aenueé performance target.

(2) Postal Service Explanation for Not Meeting Service
Standards

In general, thePostal Service states that staff realignment and employee education
AAOEOEOEAO AO PAOO 1T &£ . AOx1T OE 2A0EIT T AI EUAOQEIT 1T
performance. Library Reference USPE-Y15%29 at 13.With respect to products that did not

meet serviceperformance targets, the# T | | EOOET T AAOAOEAAO OEA 01 OC
explanation for Standard Mail Carrier Route and Flats auprasection V.A.3.

The Postal Service explains thaiecause oE OO &£ AOO 11 07)0 AUAI A OEI
processing delays[it] has been able to achieve Standard letters target since April 20k8d.

It identifies these two reasons as the primary causes ttie relatively higher service

performance results for Standardviail Letters, compared to Standard flats (HigiDensity

and Saturation Flats/Parcels, Carrier Route, and Flatsld. Consequently, the Postal Service

plans to apply the same strategy to flats to improvés service performance.ld.
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Service performance results for Standard Mail products with a-80-Day service stawlard,
measured Endto-End, remain relatively low compared toall Destination Entry mail and
other End-to-End service standards. Table M8 shows service performance results for each

End-to-El A D OI1 ALOBaY Se@icegstandard from FY 2012 to FY 2015.

Table V-18
Standard Mail Products with a 6 -10-Day Service Standard?236
Service Performance Results, FY 2012¢FY 2015

FY 2012 FY 2013 FY 2014 FY 2015
High Density and
Saturation Letters 82.3 57.9 56.5 57.4
High Density and
Saturation N/A N/A 72.7 54.4
Flats/Parcels
Carrier Route 74.3 64.5 60.2 60.6
Flats 59.8 53.1 52.9 45.1
Letters 55.7 59.8 56.7 48.6

In FY 2015, nearly all service performance results for Standard Mail products with al®-
Day service standard were below 60 percent ctime delivery. Furthermore, the resultsin
Table V18 show a significant downward decline from FY 20120 FY 2015 for all Standard
Mail products with 6-10-Day service standards

4EA 01T OOAI 3AOOEAA OOAOAO OEAO Or OYEA A@OAT AA
. $# 1T AOxT OE EO OEA EECEAOO AEAITAICA O OEEO
#()2 .18 oh NOAOOEI1T ¢m8A8 4EA 071 OGdanhimed 3A0OOEAA
with extra handling and transportation puts this volume at a higher risk to meet service
DAOA&I OilldAT AA8OG

(3) Comments

PostComadvises that the mailing industry expected a substantial improvement in service

DAOAI Oi AT AA AAAAOOAIlodd leveldgiditiatived, uCidai FY 20000 OEAA S O
OAOOEAA PAOAI Oi ATAA OAOGOI 0O OET AEAAOA OEEO EI
Comments at 4PostCom further commentDEAO OOEAOA EO 11 xAU A& O |
data necessary to compare service perfarance for the specific category of Standard Mail

impacted by the Load Levelinghange because it is a subset of a larger category reported

by the USP81d. It suggesO OEAO OEA makea@aidable datd shving the O

service performance only for hose pieces impacted byhe Load Leveling change over the

3-year period starting from before the change to the end of FY 2018d. at 5.

236 No Standard Mail products entered as DestinatioBntry have a 610-Day service standard.
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The Public RepresentativeobservesOEAO OAOOEAA DPAOAI Oi AT AA OAOOI
than in First-Class Maip tAgess OEA O OOEA #redsd oke®sigifdntl E 1

visibility T £ OEA 071 OOAI1 3 A O Gé&icA fefornfanEdBbrinéstandarl ET D OT O
Mail products that are not meetingservice performance goal® 0 2 # 1 at1243.1@e0

also suggeststhe CombtOOET T OANOEOA OEA 01 OO0OAMthinaAOOEAA O
reasonable timeframe that outlines the steps the Postal Service proposes to take to

improve Standard Mail service performanceld. at 13.

(4) Commission Analysis

The Postal Service did notneet its service performance target for Standard Mail Letters in
FY 2015. The service performance result for Standard Mail Letters declined in FY 2015, a
reversal from the previous 4year trend of improving performance. The Postal Service
accurately notesthat service performance started to improve in April. Although the Postal
Service did not meet its target for Standard Mail Letters, it was closer to its target
compared with other products.

The 6-10-Day service standard components of Standard Mail werée worst performers in
Standard Mail in FY 2015. The Postal Service states these components were particularly

001 OA1T AA AAAAOOA OEA 06011 0IiA EO EATAIAA ET 10
AAOOET AOET T80 +Al OAOU ¢ wh estione@th The Fo@idSeivich 6 OT
OOAOAOG OEAO EO xEIil 1 AOGAOACA EOO AEACiI T OOEA O

performance of Endto-End Standard Mail. Library Reference USRPBSY1529 at 13.

The Commission agrees that an increase in WIP cycleng has an adverse effect on service
performance results.The tools developed by the Postal Service to improve the performance
of Destination Entry Standard Mail are facility specific, and thus the Postal Service needs to
leverage a more operationally compehensive approach to improve the performance of
End-to-End Standard Mail.

The Commissiofindsthe Postal Service contiresto meet its service performance target for
Standard Mail High Density and Saturation Letters, which exceeded the annual service
performance target. The Commission alsodsthe Postal Service provetlits service
performance results for Standard Mail Peels, as directed by the Commission in the FY 2014
ACD, and for those results exceeding the annual service performance target.

However, he Commission is concerned with the recent slippage in the service performance of
Standard Mail LettersThe Postal Swice advises that service performance for Standard Malil
Letters has improved since April 2015he Commission expedfsis positive improvement in
service performance to continuie FY 2016.

The Commission is also concerned that the service performah&very Door Direct Ma
Retailand Standard Mail High Density and Saturation Flats/Parcels wéeow the intended
annual performance target. The Commission expects service performance to improve in FY
2016.
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Standard Mail Carrier Routeind Standard MailFlats continuel to fall substantially short of
ET OAT AAA AT T OAl DPAOAN Oi AdirdchvesWith@eSphk@Othesd EA # 1 1 1|
products arediscussed in Chapteg.
C. Periodicals
(1) FY 2015 Results

Annual service performance results for Periodicals decresd for the second consecutive
year as shown in Table M9.
Table V-19
Periodicals
Service Performance Results, FY 2012¢FY 2015

FY 2012 FY 2013 FY 2014 FY 2015

% % % %

Target | On- | Target| On- | Target| On- | Target| On-

Time Time Time Time

In- 91.00 | 68.7 | 91.00 82 91.00 | 80.9 | 91.00 | 77.7
County

Outside 91.00 | 68.7 | 91.00 | 82.1 | 91.00 | 80.8 | 91.00 | 77.6
County

Note: Numbers in red indicate service performance results that did not meet or exceed the annual service performance target.

(2) Postal Service Explanation for NowMeeting Service
Standards
4EA 01T OOAT 3AOOEAASO Awobl ATAGETT A O 110 1 AAOD
Periodicals products {.e.,In-County and Outside Countyis described in detail in section
V.A.3.d.1. of this Chapter. In summanhe PostalService attributes service performance
problems with Periodicals to an increase in WIP cycle time and a shift in management focus
toward other classesLibrary Reference USP& Y1529 at 16.

(3) Comments

The Public Representativeeommentsthat service performance results for Periodicals

continue to decline.PR Commentst 14-15. He suggess that the Commission require the

0T OOAI 3AOOEAA O O&EI A A AAOAEI AA Pl Al xEOEE

the Postal Service propop8 O 01 OAEA O1T Ei bDOi OA O0AIOERIAEAATI O ¢
(4) Commission Analysis

As discussed in section V.A.3.d. thfis Chapter, service performance results for Periodicals

have not improved since FY 2013 and were 13.4 percentage points below target in

FY2015. The Commission is concerned that the Postal Service has not effectively leveraged

its diagnostic tools withOA OB AAO O1T 7) 0 AUAI Analsisdfhasendide A # 1 1 1



Docket No. ACR2015 -143 -

performance ofPeriodicalsis discussed in detail in sectiorVV.A.3.dof this Chapter and
Chapter 6

Thiswas the fourth consecutive year that Periodicals did not meet its service peréorce

OAOCAO8 4EA #7111 EOOE]T PeddlicakisdbdussedariChaptelE OE OAODPA

d. Package Services
(1) FY 2015 Results

The Postal Service did not achieve consistent service performance results for Package
Services.The service performance for oth BPMParcels and Media Mail/Library Mail
exceeded annual targetfor the fourth consecutive year. In contrast, service performance
results for BPMFlats decreased by 15 percemige points compared to FY 2014.

Table V20 shows service performance results for Pd@age Services from FY 2012 to
FY2015.

Table V-20
Package Services
Service Performance Results, FY 2012¢FY 2015

FY 2012 FY 2013 FY 2014 FY 2015
[0) - [0) - 0, - o) -
Target '/I(')ircn)(ra] Target '/I(')ircn)(ra] Target '/I(')irag Target ‘/I(')ircn)g
Parcel
Post/Alaska a0 86.8 90 85 90 N/A* a0 N/A*
Bypass
Bound

Printed 90 54.3 90 62.6 90 60.2 90 45.2
Matter Flats

Bound
Printed

Matter
Parcels

90 94.4 90 98.4 90 99.3 90 99.4

Media
Mail/Library 90 92.7 90 93.3 90 91.7 90 91.2
Mail

* Alaska Bypass Service, which was created when Shighe Parcel Post moved to the Competitive product list, was granted a semi
permanent exception from service performance reporting in FY 2014. Library Referenc&YS§2 at 18.
Note: Numbers in reéhdicate service performance results that did not meet or exceed the annual service performance target.

(2) Postal Service Explanation for Not Meeting Service
Standards

As shown in Table V20, BPM Flats is the only Package Services product that did not meet
IO AGAAAA EOO &9 c¢mpu OAOOGEAA DPAOA& Oi AT AA



Docket No. ACR2015 -144 -

meeting the service standard for BPM Flats is described in detail in sectidhA.3.e.1. of this

Chapter. In summary, lhe Postal Service attributes 0 - &A ADIOBT A O OEA bDOT A
unique mail characteristics, manual processing, and regulations regarding neautomated

and automated conmingling. Library Reference USP&Y1529 at 20-21.

(3) Comments

The Public Representativenbservesthat service performance forBPMFlats declined 15

percentsinceFY 2014.PR Commentsat 15.He suggestOEA O OOE A 8#nquiréd EOQOET 1

whether or not the Postal Service believes the Bound Printed Mattefdts service

performancestandardj AT A OAOCAOQq EO aAd#hisEGdB®ESA AOAADAOOI

price reflects OEA OAl OA 1T £ OAOOEAAM AWOOAI T U AAET ¢ BOT
(4) Commission Analysis

As discussed in section V.A.3.e.2. of this Chapter, seewperformance results for BPM Flats
have not improved since FY 2013 and were 44.8 percentage points below target in
FY2015. While the Commission acknowledges the unique characteristics of BPM Flats mail,
the Commission is concerned that the Postal Se&ViA 8 © D1 AT &I O EI bpOT OET C
performance of this product relies heavily on the strategy proposed for other flats and its
successful implementation.SeesupraV.A.3.eof this Chapterand Chapter 6 for the )
#1 1 1 EOOET 160 AAOABIdEsSA AT A1 UOEO 1T £ OEAOA
-AAEA - AEI T, EAOAOU -AEI AT A "1 OT A 0OET OAA - AE
service performance targets. The service performance offgbBrinted Matter Flats was
substantiallybelow other Package Servisgroducts for the fourth onsecutive year. The -
#1 1 1 EOOET 160 AEOAAOEOA xEOE OAOPAAO Ole. "1 O A

e.  Special Services

(1) FY 2015 Results

Service performance results exceeded targets for each product wih the Special Services
class with the exeption of Post Office Box Servic&he Post Office Box Service result was
89.7 percent, just under the 90.0 percent targefable V21 compares FY 2015 results to
previous years and the annual target of 90 percent ontime.
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Table V-21
Special Services
Service Performance Results, FY 2011 ¢FY 2015

FY FY FY FY FY

2011 | 2012 | 2013 | 2014 | 2015 | Target

Ancillary Services 93.4 93.4 91.4 92.3 92.1 90.0

International Ancillary | g4 6 | 995 | 993 | 997 | 997 | 90.0
Services

Address List Services 93.3 83.3 100 33.3 100 90.0

Money Orders | 97.2 99.2 99.2 98.3 99.3 90.0

Post Office Box Service| 93.1 92.6 90.9 90.2 89.7 90.0

Stamp Fulfillment Services - 96.7 99.5 98.4 97.1 90.0

Note: Numbers in red indicate service performance results that did not meet or exceed the aanueé¢ performance target.

(2) Postal Service Explanation for Not Meeting Service
Standards

The Postal Service explains that the score for Post Office Box Service was aifegkt AU OA
change in mail mix andmove] toanonOAEAT A NOAI EEEAAibrArgE A AT OEOI 1
Reference USP& Y1529 at 25.As a preemptive strategyto counteractthese challenges,

OEA 01 OOAI 3AOOEAA OAADPI T UAA DI atharhe OAAETTI T C
therefore, it will deploy more enhancements and realign resources to returnadst Office

Box Serviceperformance to targeted levelsid.

(3) Comments

The Public Representativecommentsthat service performance for Post Office Box Service
did not meet its 900 percent ontime target. PR Comments at 1/He suggests that the

O#1 i1 EOOETI 1T OANBOEOA OEA 01 OOAT 3AO0OOEAA O OAD
DOl DI OAO O1 OAEA O1 A1 OOOA 010606 |/ AFZENA "1 @ 3A
at18.

(4) Commisson Analysis

Service performance resits for Post Office Box Servichave declined since FY 2011;
however, results have typically been abr near target.

The Postal Service exceeded service performance results for all special serviegs, fex®ost
Office Box Servigewvhich was near its service performance target. The Commission expects the
sewice for Post Office Box Servimeimprove in FY 2016.

5. Otherlssues

The Public Representativenotesthat the Postal Service claimed itbletwork
Rationalization plan impacted service performance results foseveral categories in



Docket No. ACR2015 - 146 -

FY2015. PR Commentsat5. A OOAOAO EA OEO 11 0 OOOPOEOAA OE
EAA Al EIDPAAO 11 @XOGROR Oinicetigh adHOMI ek Bed

01 OO0AT & cutiig Affods 0.e. network rationalization) are being carried out at

the expense of service performance, awhether the Postal Service will be able to both

adjust its network and meet service performance targets the near futuredld.

4EA O0OOAI EA 2APOAOCAT OAOEOA Al O T AOAOOGAO OEAO
operators are sometimes tempted to reduce service as the quickest means of reducing

AT O0.0.8.dle states that it would be permissible fothe Commission to tie service

performance to the price cap under the PAEAd.

The Public Representative suggests two Commission actions in response to the Postal
SAOO0OEAAGO &9 ¢mpu OAQAEA D wBA 0 EIADI OEAD OOER &
guarterly public meetings where the Postal Service presents service performance results

AT A Agbl AET O DIl AldOwaEihadtheedomnadsiénAdquiré thegPostal

3AO0EAA OO1 OADI O Go-deldvdyGok €dh ddlivetadld nfavked dodnand O

i AEl pai AOADOS8SG

In response to the Public Representativ@ O AT | | AT O goorGehvigdperfoiniarte,

the Postal Service reiterates its plangitendedtoO1 EOECAOA OABLAIGRGAd EI PAA
by extension,its service performanceresults.®USPS Reply Comments at 2&/. The Postal

Service urges the Commission to reject the Public Representatv®® OOCCAOOET 1 O Al (
#1 11 EOOETT O AQAOAEOA A@OOAIT OAET AOUu AAOQEIT O
USPS Reply Comments at 26.

Valpakcommentsthat Ghe Postal Service has not yet established any service performance
targets (goals) forreliability T £ AAT EOAOU OAOOEAA £ O AT U Al AOO

OOAOEOOEAAT 1 AAOOOAO 1T £ OEA AAOOAComodntsatAAET EO
pc j AT PEAOCEO 11 EOOAAQ8 6AlI PAE Ai 1 OATAO OEAO O
statistical measures should be seen as essential to keep the Postal Service from degrading
OAOOEAA ET A1 AmaAEl OO0 O OAOGA T11TAus8d

PostComstates thatO OAT EAAT Ah DOAAEAOAAT Ah AT A AT 1 OEOOAI
parameters of the service standards, is a critical part of ensuring that customers continue

Oi O00A OEA ®BiediGdn Re@yilConinemsfats.urges the Commission to

continue working with the Postal Service to improve measurement and meet service

performance targets.ld.

The Commission acknowledges the issues raised by the commenters and notes they may
merit consideration. Interested parties may submit petitions to initiate a poceeding if
circumstances warrant.
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B. CustomerAccess

1. Introduction
4EOIA ow T £ OEA 51 EOAA 30A0AO0 #1T AA j5838#8Q O
the quality of service afforded by the Postal Service in connection with [each Market
Dominantj D OT AOAOh ET Al OAET ¢ 8 OEA AACOAA 1T &£ AOGOOI |
POl OEAAA8O6 ow 5838#8 o oopuci AQjcdqj " qj EEQ8 - AA
important in evaluating universal service Access may also have an impact on customer
satisfaction. 39 C.F.R. 8§ 3055.91 requires the Postal Service to provide information
pertaining to four aspects of customer accesgost offices (including closings and
emergency suspensions), residential and business delivery points, collection boxes, and
wait time in line.

The FY 2015 ACR and Library Reference USP81533237 contain customer access

ET £ Oi ACEI T OAOPT T OEOGA O1 OEA OANOEOAI A1 60 1 £
The Postal Service provides additional information in responses to CHIRs. It also provides a

copy of the Collection Point Management System @dbase and additional data on

suspended post offices in Library Reference USESY 15745.238

2. RetailFacilities

In its FY 2015 ACR, the Postal Service provides data on the numberetéil facilities at the
beginning and end of FY 2015, as well the number wdtail facility closings during
FY2015.239 This information is disaggregated by type of retail facilityTable \A22 shows
the number ofretail facilities from FY 2013 toFY 2015.Postatmanaged retail facilities
consist of post offices, stations and brancheand carrier annexes. Norpostal-managed
retail facilities consist of contract postal units, village post offices, and community post
offices.

%7 ibrary Reference USERY 1§33, December 29, 2015. The Postal Service revised this Library Reference when responding to an information
request. Notice of the United States Postal Service of Filing of a R&ddssidn of USREY1833-- ERRATA, February 3, 2016. Citations to
Library Reference USES'1833 in this Chapter are to the revised version.

28| ibrary Reference USERY 1§45, February 3, 2016; February 3, 2016, Responses to CHIR No. 6, questions 1, 2.
2| prary Reference USBESY150 0 5 9 EOSE FAE S at2aihTTAOSAC see30CFrRESGDI@BYPMc PEf AEDPTZE
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Table \f22
Retail Facilities

FY 2015 FY 2015
Facility Tvpe FY FY FY | Change Change
y 1yp 2013 | 2014 | 2015 | from FY | from FY

2014 2013
Post Offices 26,670| 26,669| 26,615 -54 -55

Classified Stations & Branche

and Carrier Annexes 5,032 | 4,993 | 4,991 -2 -41
Total PostaManaged 31,702| 31,662| 31,606 -56 -96
Contract Postal Units 2,718 | 2,660 | 2,504 -156 -214
Village Post Offices 385 759 874 115 489
Community Post Offices 629 560 536 -24 -93
Total NonPostatManaged 3,732 | 3,979 | 3,914 -65 182
Total Retail Facilities 35,434| 35,641| 35,520 -121 86

Note: These totals do not include offices under emergency suspension.
Sources: Library Reference USIPSLE33; United States Postal Service 2@tHual Report to Congreat26 (FY 2015 Annual Report to

Congress); Library Reference USP3%17, December 29, 2015.

The total number of retail facilities in FY 2015 was 35,520, 121 less than the FY 2014.

Other than Village Post Office3!? which increased by 115 in FY 2015 to a total of 874, all
facility types decreased from the previous year. The largest decrease was in Contract Postal
Units, 241 which decreased by 156.

3. POStPlan

On May 25, 2012the Postal Service requested an advisory opinion from the Conission
on POStPlana proposal to realign the hours of operation at approximately 17,700 of its
nearly 32,000 post offices, stations, and branches to more closely reflect the workload at
these offices?42 The Commission issued its advisory opinion on Augu2B, 2012, which

#Oy/illage Post Offices are operated by local businesses and offer limited postal services like stampsatagpfieduds.
21 Contract Postal Units are operated by local businesses and offer the same basic services available aharpugtal retail facility.

#2pocket No. N2012, United States Postal Service Request for an Advisory Opinion on Changes in the Natues SERies, May 25,
2012, at 1.
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stated that if implemented properly, POStPlan should help balance service and cost savings
in @ manner consistent with Title 39243

Table \ 23 compares the number of POStPIlan offices as proposed in Docket No. N2@12
with the number of POSPIlan offices at the end of ¥ 2015.

Table V23
POStPlafi* Status through FY 2015

Projected Status as of
i As Proposec %
AileE in N20122 e G/ IR Converted
Level 2015
Level 2 1,891 1,837 97.1%
Level 4 6,837 6,668 97.5%
Level 6 4,333 4,289 99.0%
Total 13,061 12,794 98.0%

Source: February 17, 2016, Responses to CHIR No. 12, question 16.

Thetable demonstrates that 98 percent of the post offices covered by POStPlan have had
their hours of operation realigned.

4. Suspensions

The Postal Service provides data on the number of post offices under suspension at the end
of FY 2015245 This number is calalated by addingthe number of post offices under
suspension at tke start of the fiscal year, tdhe number of post offices suspended during

the year, andthen subtractingthe number of post offices reopenear closed by a Postal
Service final determinatian during the year?24¢ Table \A24 shows that the number of post
offices under suspension continues to grow#’

#3pocket No. N201:2, Advisory Opinion on Post Office Structure Plan, August 23, 2012, at 2.

244

5| jbrary Reference USESY150 0 =

Under POStPIan, the Postal Service planned to reduce hours of operation at approximately 13,000 post offices to 2 heetdge(Level
2), 4 hours per weekday (Level 4), or 6 hours per weekday (Level 6). Some POStPlan offices with higher workload hogradeereoup
executive and administrative scheduleA$Level 18 or above, effectively making them-firiie offices.

Gt 2a0GhTTAOSAC see30CF-RVGSBEU@BPMCc PEf A ES ¢

9EOST

FTALS

2t appears from the information provided by the Postal Service that no post office under suspension was closed inFeeapidry

Reference USBBY1%0 0 =

247

USPEFY1En p= 9 EOSTE

Id.

9EOST

FTALS

6t 2a0h¥FFAOSAC, HAMp PWS P DH do Omc PEf AEZé (G o

The most common reason for suspension is an expired or terminated lease. For more information on suspa®idrary Reference

CAtS

G/ KLwdc dv OMd{ dzA LISY&A2Y A DPEf A E dé

hiKSNLNSF az2ya

at
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Table V24
Number of Post Offices Under Suspension at the End of FY 2015

Under Suspensio
Under Suspension atf  Suspended Reopened at the End of
the Start of FY 2015| During FY 2015 During FY 201 FY 2015
Post Offices 408 94 26 479
Stations/Branches 109 19 7 121
Carrier Annexes 1 0 0 1
Total 518 113 33 598

Source: Library Reference U§P%1533.

The most common reason for suspension is axpired or terminated lease?4¢ The Postal
Service performed discontinuance studies for some of these offices in connection with
prior facility reduction initiatives, but many of these studies are more than 2 years ol&#?
they may need to be updatedf the Postal Service chooses to pursue discontinuation of
these offices At the end of FY 2012, the number of post offices under suspension was
211250 |n 3 fiscal years, that number has nearly tripledThe Commission is concerned that
the number of post office supensions continues b increase instead of decrease.

The Commission previously recommended that the Postal Service proceed expeditiously in
either discontinuing offices under suspension or reopening tHehit reiterates that
recommendation in this proceedg. The Commission expects the Postal Service to reduce the
number of facilities under suspension in FY 2016. If it is unable to do so, the Postal Service
shall include a detailed explanation of why it was unable to darsthe FY 2016 Annual
Compliance Bport.

5. DeliveryPoints

The Postal Service reports information on the number of residential and business delivery
points at the beginning and end of FY 201%2 The total number of delivery points in FY
2015 was 154,951,828, an increase of 1,059,852 from FY 20FY 2015Annual Report to
Congresat 26. This growth was due entirely to the large increase in residential delivery

28 Eor more information on suspensiorseeLibrary Reference USEEY16n p 2 9 EOBWOER Y dm b { za LISy aA2y A OEf aE®E hi
damaged property, health and safety, and lack of qualified dthff.

*° As detailed in Library Reference USPBIEN p 2 9 EOSf CAf S a/ KLwdc dv OmMd{ dzA LISy 4 A 2ohdabé&f AESE 20
been under suspension since January 1, 2014.

Z0Ey 2012 ACD at 65.
ZlgeerY 2014 ACD at 121.

*?| jbrary Reference USEFY150 0 = 9 EOSt FAt S &5 Scfe30 G.6 RIS BWBSY(H)ATOe PastaMSerdide pravided Bdditional
delivery pointinformation in its responses to a CHIR. Responses of the United States Postal Service to Quastion21¥ / KIF ANXYIFyQa Ly ¥F2
wSljdzSaid b2d mpZ alNOK HY HnmcX ljdzSadrazy nX 9EOSt FAt{S a4/ KLwmpdvnd5St
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points, which outpaced the declinen business delivery points?53 Table V25 shows the
trend in average number of mailpieces per delivery point from FY 2009 to FY 2015.

Table V25
Average Number of Mail Pieces per Delivery Point

FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015

Number of
Pieces (Millions)| 176,744| 170,859| 168,297| 159,859| 158,384| 155,375| 154,157
Number of
Pieces per 1177 1133 1111 1051 1036 1010 995
Delivery Point

Source: Commission calculation based on FY 2@h&al Report t€ongressit 24, 26.

6. CollectionBoxes

The Postal Service provides data on the number of collection boxes at the beginning and
end of FY 201254 Nationally, there were 153,999 collection boxes at the end of FY 2015,
2,346 fewer than in FY 2014. Additional data on collection boxeappearin Library
Reference USP&Y1533.

7. Wait TimemLine

39 C.F.R. 8§ 3055.91 requires the Postal Service to provide infation pertaining to aspects
of customer access including wait time in lineThe Postd Service provides the average
customer wait time in line for retail service for the beginning of FY 2015 and for each
successive fiscal quarter at the Postal Administrative Area and National levé.The

Postal Service measures average wait time in lin@rough the Retail Customer Experience
(RCE) program and the Point of Sale (POS) survey. It states that the service standard for
xAEO OEI A ET 1TETA EO OmRé@ Reporid Coykgt34. O , AOO8 ¢

AEA 2#% DPOT COAI OOADPAOEDAOA Ai UOOAOGOUI DEIT ET ¢
8,000 large retail outlets26 Table \A26 below shows the national average customer wait
time in line results for the RCE program by fiscal quarter for FY 20157

By 201%nnual Report to Conggeat 26, contains additional details regarding delivery points.
4| ibrary Reference USEEY1§0 0 ¥ 9 EOSt FAf S a/ 2t f SOGA2Y. 2ESAC, HnmMpPEf 46T 4SS od / @C
%\ ibrary Reference USEEY150 0 = 9 EOSE FAE S a2 AG¢AYSI0BPONI.SC, HnmpdEf AEET 488 o / ®C

6y 201%nnual Report to Congreas32. To be an RCE program retail location, a post office has to be 20evdligher office and

generate $500,000 or more in wallk revenue annuallySeeResponses of the United States Postal Service to QuestibAs1618 of

I KEANYEYQa LYT2NXEGA2Y wSldzSa . (Relrubry 1802016 REspdidtzs tolEBHIRNO.J13).HThenCoramistiaz®i G A 2 Y
discuss the RCE program and POSsurv@ysirii F Af Ay Ada |yl f &aiknnual Perfdrface Repamid FYE 2016 Bmidah OS Qa C |
Performance Plan

*7|ibrary Reference USBEY15§33,62  AGCAYSLY [ AYSC, Hnmp®Ef AaES¢ GFo6 a! NBI | 3 21 AGé O2yi
Pogal Administrative Area.
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Table V26
RCE Programational Average Wait Timin Line
By FY 201Quarter

Average Retail Customer
FY 2015 Quarter| Experience Wait Time in Lin
(minutes:seconds)

Quarter 1 2:33
Quarter 2 2:43
Quarter 3 2:40
Quarter 4 2:36

Source: Library Reference USP.533, Excel fil8WaitTimelnLineFY2015.xIsx." tab "Quarter Avg Wait Nat."

The POS survey is used for retail customers who conduct transactions at smaller retail

locations. The POS retail equipment issues a survey invitation at the bottom of each retail

receipt.258 The Postad Service explains that wait time in line results between the POS survey

AT A 2#% POl COAI AEAAAO Or AYAAAOOA 0/ 3 OBOOOAUO
i AAOOOAO AAOOAI»xAEOOANERA EGEADEDEAAT OEAAI DPAO
dif EAOAT O OAOOI OO ET OEM 0/3 OOOOAUO AT A OEA 2#

Table \L27 below shows the POS survey wait time in line resudtfor both FY 2014 and
FY2015.

#8ged jbrary Reference USEEY 1538, December 29, 2055 F A f -8B Preface.pdér p

9 pocket No. ACR2014, Responses to Questiénsl214, 26, 27,and3b 0 2F / KFANXIFyQa Ly F2NXFGAZ2Y wSljdSad
question 12(Docket No. ACR2014, March 11, 2015, Responses to CHIR No. 13).
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Table V27

POS Survey Wait Time in Line, FY 2015
Wait Time in Line FY 2014 FY 2015
1-3 minutes 64.9% 60.3%
4-5 minutes 18.6% 20.8%
6-10 minutes 8.8% 10.1%
11-15 minutes 3.4% 3.9%
16 or more minutes 4.3% 4.8%

Sources: Library Reference UGPBLE38, Library Reference US{FS'1438.

Both the RCE program and POS survey report that customer wait times in line increased in
FY 2015. In FY 2014, 9 percent of the RCE program respondents reported wait times of
more than 5 minutes260 In FY 2015, this number increased to 12.5 percerfeebruary 18,
2016, Responses to CHIR No. 13, question Eimilarly, for the PCs survey, Table \27
illustrates that a higher percentage of POS customers reported wait times longer than 5
minutes in FY 2015 than in FY 2014. In FY 2014, 16.5 percent of POS survepoadents
reported their wait time in line of more than 5 minutes. In FY 2015, this number increased
to 18.9 percent.

8. Alternative Access

In addition to providing products and services apostal managed retail facilities the Postal
Service has continued texpand postal access througalternate channels. Figure M9
compares retail revenue by channel from FY 2012 t6Y 2015. The channels are:

1 Post Offices (walkin revenue from post offices and contract postal units)

1 Internet Access (PC Postage ar@@lick-N-Ship)

1 All Other (stamps only sales by retail partners, seervice kiosks, and stamps by
mail/phone/fax) 261

#°pocket No. ACR2014, United States Postal Service Responses to Questions 8, s @nd25F / K ANXY | Yy Q& LYy F2N¥IF GA2Y w¢
March 19, 2015, question 11 (Docket No. ACR2014, Mar@018, Responses to CHIR No. 13).

®lo{ Sfviekh 2 81 84¢ Aa (GKS OdNNByid GSNY F2N) G6KS SljdALIlYSyid F2N¥YSNIeé& (yzsy |
CHIR No. 6, question 5. There were 2843 operatiggléBerviceKiosks as of the end of FY 2015, and there are no plans to add additional ones
in FY 2014d.
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Figure V19
Retail Revenue by Channel

$20,000
$18,000 $2,344

$2,172 —

2012 2013 2014 2015

m Post Offices (WIR) m Internet Access m All Other

Source: January 29, 2016, Responses to CHIR No. 6, question 6; FY 2014 ACD at 124.

In FY 2015, more than 43 percent of retail revenue was generated through channels other
than postal managed retail facilities

C. Customer Satisfaction with Market
DominantProducts

1. Background

The Postal Service is required to provide measures of the degreeanstomer satisfaction
with the service provided for Market Dominant products. 39 U.S.C. § 3652(a)(2)(B)(ii). In
the Annual Compliance Reporthe Postal Service must provide a copy of each type of
customer survey, a description of the type of customer tgeted by the survey, the number
of surveys initiated and received, and the number of responses received for each question,
disaggregated by each possible responsgd C.F.R. § 3055.92he Postal Service provides
this information in Library Reference USP&Y15738.

In FY 2015, the Postal Service measured customer satisfaction with Market Dominant
products by surveying three customer groups: residential, small/medium business, and
large business customers. Residential customers completed the Delivery (Resitial)

survey 262 Small/medium business customers (those with fewer than 250 employees at one
site) completed the Delivery (Small/Medium Business) surveye3 A panel of large business

2| ibrary Reference USEFY150y = FAf SUSBSFSIEROBAF (AL f 5SSt AGSNE {! w9, OLIRT dé
%3 ibrary Reference USEEY150y = FAf § {&5StCOA\ MPNE{ YI £ f . dzaAySaa 5Sf AGSNE {! w9, OLIRT ¢



Docket No. ACR2015 -155 -

customers (those with more than 250 employees at one site) completed the ige Business

survey 264 These surveys are part of the Customer Insights (CI) program, whichintended

to provide a comprehensive view of customer experience across the most frequently used

customer contact channels. FY 2015 ACR at 57. The Commission exasiihe Cl program

AT A OEA AOOOI 1T AO OOOOAUO ET AAOAEI Amlal EOO AT A
Performance Reporand FY 2016 Annual Performance Plan.

Table £ 28 contains a comparison of FY 2014 and FY 2015 customer satisfaction results for
residential, small/medium business, and large business customers. The Postal Service
began surveying large business customers in the last quarter of FY 2015. The Postal Service
explains that it elected to conduct the Large Business survey in response todmhation
requests issued in Docket No. ACR2014l.

Table \/28
FY 2014 and FY 2015 Comparison of
Customer Satisfaction with Market Dominant Products

: : : Small/Medium LEEE BUSInEEs Y
Market Dominant Residential % Ratec . Rated
o e Business % Rated
Products (Mailing | Very/Mostly Satisfiec Very/Mostly Satisfiec Very/Mostly
Services) Satisfied (Q4 only
2014 2015 2014 2015 2014 2015
FirstClass Mail 91.15% | 89.22% | 87.25% | 84.77% *x 83.27%
SinglePiece
International 85.58% | 85.80% | 83.04% | 82.31% *x 82.65%
Standard Mail 86.76% | 85.11% | 83.82% | 80.82% *x 79.49%
Periodicals 85.90% | 85.50% | 83.26% | 82.42% *x 77.10%
SinglePiece Standard
Post 88.92% | 86.66% | 84.06% | 82.65% *x 77.81%
Media Mail 88.66% | 87.17% | 86.55% | 85.18% *x 78.61%
Bound Printed Matter -* --* 81.72% | 81.70% *x 76.54%
Library Mall -* 85.10% | 81.79% | 85.43% *x 78.66%

*-- Number of responses received did not meet minimum threshold for 90% level on confidence.

** - FY 2014 Not Available.
Source: FY 2015 ACR at 59.

2. Comments

The Public Representative observes that customer satisfaction for residential and

small/medium business customers declined for almost every market dominant product in
FY 2015. PR Comments at 24. He asserts that large business customers appear to be less
satisfied than residential and small/medium business customers for almost all productsd.

at 25. He suggests thaithe Commission closely monitor customer satisfaction to ensure

%% ibrary Reference USEEY150y = FAE S G4 NBSCdmp yBaat I ySt { dNIBSe OLIRT d¢
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that further declines do not occurdld. He reiterates his concern that the Pstal Service may
reduce service to save costs while complying with the price cap, which provides no benefit
to customers.|d.

The Postal Service acknowledges recent declines in customer satisfaction for residential
and small/medium business customers, whgh it attributes to misdelivered mail and gaps
in the scanning processes. USPS Reply Comments at 25. The Postal Service states that it will
increase customer satisfaction by training employees to maintain high scanning integrity

and ensuring that customersunderstand the meaning of delivery scandd. It explains that
AOOOTI I AO AAOA AAT OAOO AOA AAET ¢ OAEET AA OI

Deliveryz. T 1 OOAT P06 AT A 0O& A EIY. AnbtetitaMoifie DelvénA | D O

Devices have uptpded software that will improve scan events and ensure delivery
accuracy.ld.

3. CommissiorAnalysis
a.  SurveyMethodology

The Commissioracknowledgesthat the Postal Servicesurveyedlarge business customers

in FY 2015265 The Postal Service continued its surveys faesidential and small/medium
business customers in FY 2015. The FY 2015 Large Business survey is designed to collect
specific customer experience details by asking large business customers to evaluate
consistercy, accuracy, tracking, and other features for each Market Dominant product.

3000AUET ¢ 1 AOCA AOOET AOO AOOOI i1 AOO EI POT OAO

customer satisfaction with Market Dominant products because it considers feedback from
all three mgor customer groups that use these productssurveying large business
customersimproves measurement ofcustomer satisfaction at the product level.

The FY 2015 surveys were conducted at one part of the fiscal year and the results may
therefore be biased lasedon the time period surveyed. The number of completed surveys
can also affect the precision of measurements for less frequently used products such as
Library Mail.2664 EA 01 OOA1T 3 A O OmJthout AoAdtidting addifichaCsui@dys O
throughout the year, it is not possible to determine with precision, how representative the
FY 2015 Large Business Survey results are of different, specific time periods throughout
OEA WRAspods® & CHIR No. 14, question 13.

¢S t2ahGlf {SNBAOS &l (S5a ( klsuiveyiniQuarté ¢ & 0015 and répdrs tHGsH BN KEEL2015 | NH S
ACR at 59.

%8 Eor example, in FY 2014, the Postal Service administered the Delivery (Residential) survey from August to Septembee26ilédoadly
145 residential customer satigftion responses for the Library Mail product during thimonth survey period. As a result, the FY 2014 Library
Mail customer satisfaction result for residential customers did not meet the same level of precision as the FY 2015 dilbzasyovher
satisfiction result. By contrast, in FY 2015, the Postal Service administered the Delivery (Residential) survey throughoat yleareatid
received 859 residential customer satisfaction responses for the Library Mail product, which increased the lewiiohprempared to FY
2014.SeeFebruary 8, 2016, Responses to CHIR No. 7, questians2®b.; Library Reference US{FY 1846, February 8, 201&xcel file
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The Commission recommends that thed®al Service continue surveying large business

customers and consider their responses when measuring customer satisfaction with Market

$1T1T ETATO POT AOAOO8 41 AZAAEI EOAOA OEA #i1 i1 EOOE
table similarto Table V28 above in the FY 2016 ACR. In the FY 2016 ACR, the Postal Service

should also discuss reasons for any customer satisfaction decline for each Market Dominant

product for residential, small/medium business, and large business custoniérs.Postal

Serviceshould consider, to the extent it deems useful, administering surveys throughout the

fiscal year to improve the representativeness of the surveys.

b. SurveyResults

The Postal Service attributes the decline in customer satisfaction to misdelivered mail and
gaps in the scanning processes. However, these reasomgen considered in tandem with
available data,may not completely explain the decline in customer satisfaction for a
number of Market Dominant products. Table V29 lists the percentage of residential ad
small/medium business customers who responded negatively (Somewhat Disagree or
Strongly Disagree¥®’ to statements related to their most ecent delivery experience in
FY2014 and FY 2015.

%7 Question 2 of the Delivery (Residential) and Delivery (Small/Medium Business) surveys asks customers to evaluate #reiesxgiti

mail or packages they recently received by expressing their déegjreement with statements orarrier performance, delivery and tracking
accuracy, and mail delivered in good condition. Customers provide their responses gromsscale: Strongly Agree, Somewhat Agree,
Neither Agree nor Disagree, Somewhat Dis§gfe { G N2y 3t & 5Aal ANBST FyR 52yQi Yyz240d



Docket No. ACR2015

Percent of Residential and Small/Medium Business Custo mers Who Responded
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Table V-29

Negatively to Delivery Survey Statements for Mail or Packages Recently Received

Percent oResidential Percent ofSmall/Medium
Delivery Survey| Customersvho Somewhat or Business Customersho
Statement Strongly Disagreed Somewhat or Stngly Disagreed
FY 2014 FY 2015 FY 2014 FY 2015
Mail or packages
are deliveredto ) 11.7 12.9 14.8
the correct
address.
Letter carriers
perform their 9.3 9.8 10.7 11.8
job well.
Tracking
information for 4.8 5.0 4.6 5.3
packages is
accurate.
Mail or packages
are delivered in 4.8 4.9 4.7 7.4
good condition.
Letter carriers
are friendly and 4.1 4.4 5.6 6.0
courteous.
Sources: Docket No. ACR2014, Library ReferencesB8P® y = 5 SOSYOSNI HepE HamMnE 9 EOST
C,HnmnoETE éE%g al ()éAdSSf AOSNEY{ a. € QéYI-ff KYS Y
USP§FY1&Q)A/Z 9EOSE TAfAS @/AL ’VdZSélﬂ7\2)// W§éLJ2)/éS / 2dZ){Ué C,
G455t AGSNEYwWO{ ¢ ONBaAARSYGAIf Odal2YSNEO® a52yQi

calculatiors.

FTAES

n
RAdzZY odzahieaa Odzad
Mp®Ef AEZé

Table \*29 illustrates that between FY 2014 and FY 2015, negative responses increased.

Delivery accuracy and letter carrier performance received the most negative responses

from residential and small/medium customers in FY 2014 and FY 2015. Between FY 2014
and FY 20@5, the percentage of negative responsesparticularly for delivery accuracy,

mail or packages delivered in good condition, and letter carrier performance increased
for small/medium business customers to a larger extent than for residential customers.

TheOo T OOAI

SAOOEAAGO DPOI DI OAI
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Ei DOT OA

accuracy of tracking information. However, it may not address other major causes of

customer dissatisfaction that relate to delivery accuracy and letter carrier performance.
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The Commission notes thathe Postal Servicglans tomodify FY 2016 questions onthe
$ Al EOAOU j 2AO0EAAT OEA1 g AT A $Al EOAOU j3iAIT1T-A
ET OECEOO ET O1T 100 AOOOI i AOBO ARAI EOAOU A@PAOEA

In the FY 201ACR, the Commission recommends that the Postal Service further examine
increasing customer dissatisfaction results for misdelivered mail and letter carrier

performance and describe what changes it implemented to address these iSEues.

Commission also mmends the Postal Service continue its efforts to improve scanning and
provide more accurate tracking information to customers. If the Postal Service elects to

change survey questions, the Commission encourages the Postal Service to ensure that results
are comparable across fiscal years.

#8Responses of the United States Postal Serviceto Questions 2 ¥/ K ANX I y Q& Ly FT2NXI GA2Y onbljdz5ad b2d o:
(Responses to CHIR No. 3).
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CHAPTER FLATS COST ANBWAEE

ISSUES
A. Background

The Postal Service has faced significant challenges in processing and delivering$laaped

mailpieces (flats) profitably during the PAEA era. Postal Service effortglating to

Ei DOT OET C &£ AOO POT ACAOOS OAOOGEAA 10O Al 1 O0OEAO
interrelated. This chapter, therefore, reviews these issues in tandermihe Commission

explores potential causes for the problems identified to date and calls ongHPostal Service

to take steps to better define the scope of the problems and potential solutions. Specifically,

the Commission requires that the Postal Service report on methods to quantify what the

Commission understands to be the main drivers of signdant and ongoing service failures

and cost shortfalls.

Relevant to the financial performanceand as reported in Chapter 3, in FY 2015 the
attributable costs of Outside Countyeriodicalsand Standard Flats combined to exceed
revenues by over $1 billionSeeChapter 3,supra, at 43,51. Since FY 2008, the combined
attributable costs of four flats products exceeded revenisby more than $8 billion.Id.
Relevant to service performance and as detailed in Chapter 5, the Postal Service has never
met its serviceperformance targets for any flats product.

In previous ACDs, the Commission directed the Postal Service to provide information
regarding operational changes for flat designed to reduce costs and improve costing
methodologies in both Periodicals and Stashard Mail 26 The Commission also directed the
Postal Service to make efforts to improve service performance for flats and explain why
other efforts have not been effectiveSeerY 2014 ACD at 109.

1. Flats Financid®erformance

The Postal Service implemented wide range of operational changes in the pastO years

intended to reduce the costs of flat870 Despite these operational changes, the shortfall
AOAAOAA Au &£ AOO DPOI AOAOOGE AOOOEAOOAAT A AT 6000
than any year since F2012.271 In addition, the Postal Servicdas not, despite Commission

%9 5ee, e.g.Docket No. ACR2008nnual CompliancBetermination ReportMarch 30, 2009, at 54, 88 (FY 2008 ACD); FY 2009 ACD at 65,
75; FY 2010 ACD at-93, 103107; FY 2011 ACD at 106, 111IB; FY 2012 ACD at 89;%2, 109116; FY 2013 ACD at-48, 5355; FY 2014
ACD at 4211, 4748.

2 seeChapter3, supra,at 47-49, 53-59; Periodicals Mail Studst 9597; FY 2014 ACD at 3&e alsdocket No. N201:2; Docket No. N2014;
and Docket No. R2014), Library Reference USR30164/9, July 6, 2010.

271

FY 2015 ACR at-39; seeChapter 3suprg Tables HL and IH5. In FY 2015, the Postal Service incorporated three methodology changes
which it estimates increased unit costs for Standard Mail Flats by 0.99 cents, or 2.1 p8e=Ei.2015 ACR at-39. The shortfall has
continued to increase, even afteemoving the effects of these methodology changes.
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direction, provided estimates as to the financial impa&of the majority of these
operational changesSeeChapter 3,supra, at 48-49, 54-58. The Commission has
consistently recommended that the Postal Service improve the financial performance of
flats products in its pastACDs as detailed in Table M below.

Table VI-1
Annual Compliance Determinations Where the Postal Regulatory Commission
Recommended the Postal Service Improve Standard Mail Flats and Periodicals
Financial Performance

Product/Class FY 2008| FY 2009 FY 2010 FY 2011| FY 2012| FY 2013| FY 2014
Standard Mail Flats| X X X X X X X
Periodicals X X X X X X X

Source: FY 2008 ACD at5&60; FY 2009 ACD at 65, 75;88] FY 2010 ACD at-93, 103107; FY 2011 ACD at 106,
117-119; FY 2012 ACD at 89;92, 109116; FY 2013 ACD at-48, 5355; and FY 2014 ACD at4il) 4748.

The Commission previously directed the Postal Service to prie visibility into the

financial impacts of its operational changes to Standard Mail Flats in order to ascertain the
effectiveness of those changet the FY 2010 ACD, afteB years of increasing negative

contribution from Standard Mail Flats, the Commision directed the Postal Service to

OET AOAAOGA OEA A1 6O Al OAOACA 1T &£ OEA 30AT AAOA -
aboveA OAOACA DOEAA AAEOOOISBFYR01® AGDAt 186hs@at oOAAOAQE
this directive, the Commissiornrequired that in subsequent ACRs the Postal Service

describe all operational changes designed to reduce overall flats costs in the previous fiscal

year and estimate the financial effects of such changéd.at 107.In FY 2015, as in previous

years, the Postal Serviceid not quantify the financial effects of those changeSeeChapter

3,supra, at 48-49, 54-58.

The Commission steadily increased its attempts tencouragetransparency forthe
operational initiatives designed to reduce flats costs for Periodicals as wellhe

Commission worked with the Postal Service to produce theriodicals Mail Studd/2 in

FY 2010, in which the Commission and the Postal Service described initiatives designed to
reduce the cost of flatsPeriodicals Mail Studyat 81-99. In the FY 2013 ACDthe

Commission found that the Postal Service was unable to report on the success of initiatives
developed from thePeriodicals Mail Studyhat were designed to lower the cost of
Periodicals.FY 2013 ACD at 45The Commission, therefore, required the Postal Service to
quantify the financial impact of implementing the operational strategies outlined in the
Periodicals Mail Studynd develop metrics to track progressn subsequent ACRdd. As
discussed in ChapteB, in the FY 2015 ACR, the Postal Service did not provide a detailed
analysis of the cossavings impact of these operational strategies or the progress in
developing metrics to assess the resulting costvings. The Postal Service continues to

#2ThePeriodicals Mail Studyesponds to section 708 of the PAEA, which directs the Postal Service and Commission to jointly address the
quality of data for attributing costs and opportunities for opeasial efficiencies, including pricing incentivege Periodicals Mail Study5.
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To date,despite Commission inquiriesthe Postal Servicehas not quantifiedthe impact of
its operational changes on flad costs Moreover, it was unsuccessful in reducing costs as
evidenced by the continued increase in costs for flats. Further, the Postal Service dat
explain its failure to develop metrics to assess cosavings and other issues. As asalt, the
PostalServicedid not identify a comprehensive planto ameliorate the problem or a wayto
measurethe effectiveness of its actions othis billion -dollar challenge

2. Flats ServicPerformance

In addition to the increased costs for flats products e Postal Servicelid not meetits
service performance targets for flats product$’3 The Postal Service has in recent years
experienced significant reductions in ortime delivery for several flats products.This
decline in service performance for flats prodcts continued despite the relaxation of
several service standards since FY 20224 While the Postal Service increased service
window s (an effort to increase volume on automation equipment and drive efficiencyit
did not meet these less stringent servicetandards.Table VI2 contains theservice
performanceresults for selected flats products from FY 2011 to FY 2015.

8 geeChapter 5supra,at 102-131for further details regarding service performance.

" The Postal Service sets its own service performance targets (the measure of the afmaittwithin a product or group that meets a

specified service standard). In FY 2012, the Postal Service implemented Phase 1 of its Network Rationalization ingizdivetdrthis

initiative, service windows for First Class, Standard Mail, andd®eais were increased. In FY 2015, service windows were again increased
pursuant to Phase 2 dletwork RationalizatiorSeeDocket No. N201-2, Advisory Opinion on Mail Processing Network Rationalization Service
Changes, September 28, 2012, at71(Dockt No. N20121, Advisory Opinion). In FY 2014, the Postal Service implementézhithieveling
program, which increased the service windows for specific portions of Standard Mail and PeriGgieBtscket No. N2014, Advisory Opinion

on Service Changésssociated with Standard Mail Load Leveling, March 26, 2014; 5 {Docket No. N2014, Advisory Opinion).
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FY 2011 FY 2012 FY 2013 FY 2014 FY 2015
Product % % % % %
On- On- On- On- On-
Target | Time | Target | Time | Target | Time | Target | Time | Target | Time

First-Class Mail
Flats 3-5 Day?7> 92.85 80.00 92.85 80.00 95.00 77.60 95.25 72.60 95.25 65.28

Standard Mail

Carrier Route 90.00 50.10 90.00 70.60 90.00 79.70 91.00 81.40 91.00 82.02
Standard Mail

Flats 90.00 59.90 90.00 70.00 90.00 76.90 91.00 76.20 91.00 73.78
Periodicals

Outside County 91.00 | 7550 | 9100 | 68.70 | 91.00 | 82.10 | 91.00 | 80.80 | 91.00 | 7757

Bound Printed
Matter Flats N/A N/A 90.00 54.30 90.00 62.60 90.00 60.20 90.00 45.20

Source: LibrarReference PRORACR2015/9

)T OEA &9 ¢mpt !'#%$h OEA #1111 EOOETT 1 wtAA OEA
achieving service performance targets for flatacross allclasses Specifically, the
Commissionnoted that flats in First-ClassMail, Periodicals, Standard Mail, anBackage
Servicesdid not meet service performance targets in FY 2014 and had not met targets since
the inception of the modern service standard tracking prograntY 2014 ACD at 104, 109,
111-112, 114.In the FY 2014 ACD, the Commission directed the Postal Service to improve
performance for flats in FY 2015 or, if results did not improve, provide an explanation for
why its efforts to improve results were ineffective and to identify the changes plans to

make to improve service performanceld. As discussed in Chapter 5, service performance
results for all but oneflats product did not improve, and the Postal Service failed to supply
adequateplans for improvement given service performanceesults for flats remain below
applicable targets SeeChapter 5 supra, at 102-131.

3. DataSystems

The Postal Servicelid not provide transparency into the financial and service impacts of

01 OO0AT 22dhanéektd BHIR® this proceeding and past ACDs, the Postal Service

recognized limitations in its use of its data sourcespecifically, it notal that isolating cost

and service impacts of operational initiatives by class idifficult because the available data

are not collected at the class level, or the available data are mepresentative of all

volume264 EAOA 1 EIi EOAOET T O EAOA Al AZEEAAO 11 OEA <

5 ¢FirstClass Mail Flatsp 5 | @ ¢ R 80/agsiMailiFlate thallEave a service standard of 3 to 5 days. MosERisstMail Flats volume
falls into this category.

276See February 17, 2016, Responses to CHIR No. 12, question 4; Docket No. ACR2014, Responses of the United States ®ostal Servic
Questions57and16MH 2 F [/ KF ANXIF Yy Q& LYy TFT2NXIFGA2Y wSljdzS&ad b2d ns CHZOMNHZ NB MBI H7s
Responses to CHIR No. 4).
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effectiveness of itsoperational initiatives intended to improve cost and service
performance for flats.

For financial reporting purposes, thePostal Service focuses on CRAvel data, which are

used for cost attribution. The CRA was developed in response to the statutory

requirements of the Postal Reorganization AdPRA)and the subsequent PAEA. In multigl

studies, stakeholders have repeatedly advocated and the Commission has repeatedly
agreed that CRA AOAT AAOA AckateGDAtd@®A @ GRAIl @ Peddditais OA 08 6
Mail Studyat 57; see alsd~Y 2014 ACD at 48Although relevant for developingreasonably

accurate product cost®’’ the CRA data are noO OO ALAEAEAT O O1 AAAOOAOAI U
AAEEAOGAAT A OEOI OCE EI b Obpetiolidals M RiIOyRGBE Fulthen, A E£E A
CRA data are not designed to identify théinch pointsh ice, functions where the Postal

Service is not operating at a maximum efficiency angthere operational reality does not

match ideal operational designRather, CRA data are demed to determine the costs

incurred by classes and products in a given yeafhese limitations inhibit the CRA from

being an effective data source to evaluate the success of operational initiatives intended to

improve flats costs.

With respect to service performancethe Postal Service developed and implemented a host
of new data systemver the past 5 yearsMany of these systems are used to track and

report service performance. In response to CHIRSs in this proceeding, the Pos$alrvice
identifie snumerous data systems which it has developed to track operational issues for
service performance and tracking for flats. The Postal Service indicatthat the following
systems can provide additional insight into fats products: Mail Higory Tracking System
(MHTS), IMb Service Performance Diagnostics System (SPD), Flats ID Coding System
(FICS), Seamless Acceptance and Service Performance (SASP), Business Intelligence Data
Storage (BIDS), and Intelligent Mail Accuracy and Performance SystélMAPS)278

(T xAOAOh AO AEOAOOOAA ET #EADPOAO uvuh EO APPAAO
tools was ineffective in improving service performance resultsfor flats products. See

Chapter 5 supra, at 103-104,115-116, 123, 129. It is not clear whether these data systems

are able to track or measure problems causing flats service performance declines, the

pinch points in processing or transportation flows. It is also uncleathat the Postal Service

leveraged the available data to provice visibility and insight into the issues facing flats,

which may prevent the Postal Service from developing effective solutions. The Postal

Service repeatedly indicats OEAO EO EO 001 AAT A O DOl OEAA Al

s o~ ALz =

the Postal ServicestatesOEAO Or £Y1 O OEA OAOO i AET OEOU 1T £ bC

277For example, CRA data is developed for accuracy in ratemaking angebsidy analysis, an important economic feature of both the PRA
and the PAEA. See FY 2011 ACD at 119.

8 Eebruary 19, 2016, Responses to CHIRLRloquestions 8 and 12.

PPy 2015 ACRat Kee alscC $ 6 NHzk NB mT S Hamcs wSalLkzyasSa (2 /1 Lw b2d mMHS [jdzSadAazy n
developing metrics to assess the cgstvings impact of operational strategies for Periodicll§ C, wmp ®¢ 0 @
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system in place today to accurately measure the isolated cost impact of a singigiative
AOA O1T OEA 101 AAO T &£ EZAAOI OO €| PAAOET ¢ AT 00O

The solutions presented by the Postal Service failed to achieve the intended improvements

given the continued decline in flats cost coverage and service performand®ithout

visibility ET OT OEA AADPAAEI EOEAO T £ OEA 01 O0OAI 3AO0O0E
measure the impacts of its operational initiatives intended to improve flats costs and

performance, flats will continue to be a billiondollar issue for years to come.

B. CurrentFlats Environment: Factors
Contributing to Cost andservicelssues

During the course of this ACD proceedinghe Commission attempted to gather more
information regarding the cost coverage and service performance issu@sth flats. The

Postal Service resposes to numerous CHIRs highlight potential obstacles to improving

cost coverage and service performance for flats. Based on the Postal Service responses, the
Commission identifies the following obstacles which are shared among flats in all classes of
mail:

Bundle processing8!

Low productivity on automated equipmengs2
Manual sorting?83

Productivity and service issues in allied operation4
Increased transportation time and cost8>

Lastmile/ delivery?286

oukwnpE

AEAOA OE@ 1 bAGRIOEIN @ @®h A 04O I0AGH IBéRde is toopelatinQ EA 01
at maximum efficiency from a cost or service perspectiv&igure VI-1 illustrates a basic
flats processing flow and the obstacles that may occur at each node in the flow.

20 pocket No. ACR2014, February 19, 2015, Responses to CHIR No. 4, question 11.

%1 January 19, 2016, Responses to CHIR No. 2, question 16; Responses to CHIR No. 4, question 14; Responses of theRisitaldttates
to Questions 16,8102 F / KF ANXI y Q& LY F2NXI GA2Y wSljdzSaid b2d mmI CSoNHzZ NBE mMcI HAMmM
Responses to CHIR No. 12, question 1.

282

February 8, 2016, Responses to CHIR No. 7, question 1; Responses to CHIR No. 4, question 16.

2 pesponses to CHIR No. 4, question 14.

4 January 15, 2016, Responses to CHIR No. 2, question 5; January 19, 2016, Responses to CHIR No. 2, questions 2Z2sbbreed 26; R
CHIR No. 11, question 1.

% January 29, 2016, Responses to CHIR No. 6, questite8ponses to CHIR No. 11, question 1.

%6 January 19, 2016, Responses to CHIR No. 2, question 17.
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Figure VI-1: Flats Mail Processing Impact on Cost and Service

Cost/Operational Impacts Service Impact
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Broken bundles

Pallets broken for
bundle sorting

Broken bundles l .
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piece sorting Longer Work In Process time
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In this section, the Commissionliscusses the potential cost and service impacts of each
pinch point, the data limitations, and potential data sources that may provide actionable
information in the future.

1. Bundle SortingoperationgBundle Breakage

The first pinch point for flats involves the bundle sorting operation. Bundles are plastic
wrapped or banded groups of presorted piees.The bundle sort pinch pointis implicated
both when moving the mail to the bundle sort andduring the bundle sort. Over 90 percent
of flats arrive at Postal Service facilities presorted in bundles on pallets in sacks.
Periodicals Mail Studyt 36. Seventyfive percent of all flats are dropshipped tceither a
destination sectional center facility (DSCF) or a Destination Flats Sequencing System
(DFSS)acility. Seelibrary Reference PRELRZACR2015/9. Almost all flats require a
bundle sort. Periodicals Mails Study at 36.

The bundle sorting operationimplicates both cost and service performane issues for flats
Bundle breakage is an issue unique to the processing of flats, particularly with bundle
processing on theAutomated Package Processing SysterARPS and Automated Parcel
Bundle Sorter APBS. When postal employees unload pallets thabatain bundles of flats
and perform the bundle sort the bundles can break. Bundle breakage occurs when the
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material that holds the flatstogether in abundle breaks. When a bundle breaks, the value
of the presortation is lostand this increases costs tohte Postal Service to process the pieces
that were formerly bundled together. Responses to CHIR No. 11, questiorb3

When bundle breakage occurs, it also negatively impacts service performartoecause the

formerly bundled pieces now require additional harmlling and processing by the Postal

Service Id. Further, delays in the bundle sort process regardless of breakage can also

negatively affect service performance. @ AEOAOOOAA ET OEA OAI 1 EAA 1
any time delay between arrival of palléized flats and the initial bundle process can cause

flats to misstheir service performancestandards. Thus, the time required for the initial

bundle sort is a pinch point for effective service performance.

Although bundle breakage negatively affects coand service performance of flats, the
actual cost and service impact of bundle breakage is uncle##. Postal Service data systems
do not record all instances of bundle breakagand only estimate bundle breakageDocket
No. ACR2014, February 6, 2015 Responses to CHIR No. 4, questidim®.Postal Service
states that bundle breakage continues to be a significant problem for flai% Bundle
breakage leads to an increase in the number of handlings, cost of processany time prior
to finalization. Responses to CHIR No. 11, questiorb3In FY 2015 the Postal Service
completed a Lean Six Sigma study on bundle breakagesponses to CHIR No. 4, question
18. However, this study was not designed to determine theurrent scopeand scaleof
bundle breakage it was designed to nitigate breakage going forward.

As expressed above, the current data are limited in identifying the actual cost and service
impacts of bundle breakage. Specifically, because tberrently available data do notfully
indicate the scope and scale diundle breakage at a national or facility levethe impacts of
this issue oncostand service performanceare unclear. Without knowing the actual impact
of bundle breakage at a facility level, it is difficiito propose or implement effective
solutions to this problem.However, by leveraging its available data, including IMb and
MHTS, the Postal Service can gain insight into where and when bundle breakage occurs.
For example, quantifying the percentage of @E OAT | AET AO8 O O11 61 A OEAO
bundles would allow the Postal Service to develop a specific mitigation stratetgilored to
that mailer. IMb data could beutilized to identify at-risk mailings, which would allow the
Postal Service visibilityinto the root cause of the problemThese types of data woulde
relevant to identify areas of improvementthat could be achieved through changes in mail
preparation standards and rules when the Postal Service establishesrevises them.

2. Low Productivityon AutomatedEquipment

The second pinch point for flats is automated processin@he APBS, the APPS, and the
Automated Flats Sequencing Machin@AFSM)100 are the three primary machines used to

%7 Docket No. ACR2014, Responses of the United States Postal Service to Quekt®asand 13vt 2F / K ANNIF Yy Q& LY F2NXY I A 2
4, February 6, 2015, question 9 (Docket No. ACR2014, February 6, 2015, Responses to CHIR No. 4).

#5eeFY 2015 ACR at Z&e alsdJnited States Postal Service Office of Inspector General, Audit Reeriodicals Mail Costs, Report No.
CRRAR11-001, December 7, 2010, a6}
















































